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A Banker’s Diary 


Mid-March—Mid-April 


CONDITIONS remained easy during the period under 
review, but careful management was needed as early 
The Money April witnessed several large movements of 
lias funds. On April 3 the final call of- £73 
millions on the new Funding Loan fell due. 
Normally, the payment of so large an amount would 
have caused some stringency, but it was significant that 
the reduction in the floating debt arising out of the 
Exchequer’s receipt of this sum fell almost entirely upon 
“tap ”’ issues of Treasury bills, which were reduced from 
£265-1 to £2039 millions. The obvious inference is that 
the bulk of the Funding Loan is held by Public Depart- 
ments who had to reduce their holdings of Treasury bills 
in order to meet the call. On Apri! 15, £44-0 millions of 
3 per cent. Treasury bonds were repaid. It seemed 
possible that many of these were also held “ inside,” in 
which case the money paid against them would have 
been available to cover a fresh increase in “tap” bill 
issues. In actual fact the tap bill issue only rose to 
(226°: 1 millions, while the Bank return of April 15 recorded 
an increase of 412-8 millions in Government Securities. 
This looked as if many of the maturing Treasury bonds 
were held by the banks and the market, so that the 
Government had to borrow on Ways and Means in order 
to cover these repayments. Owing to Easter, however, the 
Government had had for the week up to April 15 to meet 
three days’ maturities of Treasury bills against only two 
days’ payments, and this may have been a contributory 
cause of their borrowing. On April 15 too, a call fell 
due on the new Australian 3 per cent. loan, while there 
was a substantial repayment of maturing 5 per cent. 
New South Wales stock. This turnover left the Australian 
banks temporarily short of funds, and they had to call 
from the market. Nevertheless money remained very 
easy, and all that happened was that the clearing banks 
experienced a fair demand for loans. With the opening 
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of the new financial year, Treasury bill issues have 
begun to exceed maturities, and between April 4 and 
April 18 the total tender issue rose from {£493 to £508 
millions. The av erage tender rate, however, remains at 
only a fraction above } per cent., and the clearing banks 
have been ready buyers of Treasury bills of all dates 
except hot bills at their minimum buying rate of } per 
cent. Three months’ bank bills were quoted during the 
whole month at 43-5 per cent. 


= 


THE following table shows the composition of the floating 
debt at the conclusion of the financial year on March 31, 
in comparison with preceding dates :— 
The Floating Dec. 31, Mar. 30, Dec. 31, Mar. 31, 
Debt 1934. 1935. —-1935. 1936. 
£ mill. £ mill. £ mill. £ mill. 
Treasury bills outstanding : 
(a) Tender issues -. 449°6 360°4 565-0 498-0 
(b) Tap issues .. .. 450°I 438-9 300°9 205-1 
Ways and Means Advances : 
(a) By Public Depart- 
ments 27° 34°1 33°0 Ig‘I 
(6) By Bank of England “ — 37°0 -— 
Floating assets .. 477° 473°0 333°9 284°2 


Total, Floating Debt .. 932°5 833°4 935°9 782°2 


The total reduction in the floating debt during the 
past quarter was £153°7 millions, against only {99-1 
millions during the last quarter of 1934-35. The difference 
arises because during the last quarter of 1935-36 the 
seasonal revenue influx was re-inforced by the net cash 
receipts emanating from the refunding operations of last 
December. Nevertheless, tender issues of Treasury bills 
were only reduced by £67-o millions, against £89- 2 millions 
a year ago, while the floating assets of the public depart- 
ments were reduced by £49-7 millions, against only 
{4:4 millions a year ago. These discrepancies, which 
eased the position of the money market during the past 
three months, were due to two main causes. First, the 
Exchange Equalisation Account has been a consistent 
buyer of gold during the current year, as the franc has 
been in continual need of support. Next, Public Depart- 
ments are believed to be heavy holders of the new Funding 
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Loan issued last December. Both facts combine in 
reducing the quantity of Treasury bills which are issued 
through the tap and held “ inside,” and so by the end of 
the first quarter the banks and the discount market had 
more Treasury bills at their disposal than at one time 


seemed likely. 


OVER Easter, the note circulation rose to {421-4 millions. 
This was an increase of £8-4 millions, compared with the 
a , circulation immediately before Easter, and 
| aga 4d in the returns of April 8 was reflected in a 
Gold reduction in the Reserve from £48-6 to 
£40-5 millions, and also in a corresponding 
contraction in banker’s deposits from {102-6 to {£93:4 
millions. The next week the circulation remained high 
and the Reserve remained low, but bankers’ deposits 
were restored by the Government’s borrowings and 
disbursements rig above. The result was that the 
Proportion fall to 26-7 per cent., which is an unusually 
low figure for recent years. It is easy, therefore, to see 
why since July the Bank has been steadily buying gold in 
small quantities. During this period its gold stocks have 
risen from {192-8 to £201: ‘6 millions. Without this 
increase, the Reserve on April 15 would have been only 
£31-7 millions and the Proportion as low as 20-9 per cent. 
If the note circulation continues to expand, further gold 
purchases by the Bank may be expected. 


THE franc has once more been passing through a crisis. 
The Banque de France has lost gold heavily and has 
. x...... had to raise its rediscount rate from 3} to 
= Foreign = per cent. The March run on the banks 
xchanges ; : . 

on the German frontier, though due to 

political nervousness, created an uneasy atmosphere, 
but the trouble really began at the end of March when 
the French Government unexpectedly sought and 
obtained powers to issue a further six milliards of 
Treasury bills. This confession of the emptiness of the 
French Treasury and the knowledge that these new bills 
would quickly find their way to the Banque de France 
came as a new shock—and the pressure on the exchanges 
was further intensified by the fact that the transfer of the 
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proceeds of the sterling credit had been completed, so 
that that support to the franc was no longer forthcoming. 
The Banque de France at once raised its rate, and the 
Government reiterated its determination not to devalue. 
Nevertheless there was a further flight of funds from 
France. The British Control has consistently intervened, 
but at one time let the spot rate rise to Frs. 754. By the 
middle of April it had been brought back to Frs. 7434, 
but three months’ francs remained very weak at over 
Frs. 3 discount. The franc fell to the gold export point 
against the remaining gold bloc currencies, but French 
official support kept the New York-Paris cross-rate 
just inside the gold point, so that no gold went to New 
York. The extent of the pressure is shown by the fact 
that during the month ended April 17, the Banque de 
France’s gold reserves fell from Frs. 65,700 to Frs. 62,488 
millions. Its rediscounts (representing largely govern- 
ment borrowing), rose from Frs. 11,114 to Frs. 14,187 
millions, while the note circulation rose from Frs. 82,681 
to Frs. 82,962 millions, and its private deposits fell 
from Frs. 7,843 to Frs. 7,683 millions. Its reserve ratio 
has shrunk from 70-2 to 66-8 percent. The remaining 
foreign exchange rates have been firm. Spot dollars 
have appreciated to $4:94}, while the discount on 
forward guilders and Swiss francs is now relatively small. 
The only other event of importance was the partial 
breakdown of the new Anglo-Spanish clearing scheme. 
At the end of March the Export Credits Guarantee 
Department announced that it had had to suspend the 
insurance of transfers into sterling under the scheme, 
which was taken to indicate that the delay to transfers 
was likely to be more than six months. This intimation 
came as an unpleasant surprise, particularly as there 
appears no justifiable reason for any serious delay at all. 


Tue March returns of the eleven clearing banks show 
that since February deposits have fallen from {2,122°5 
to {2,108-2 millions, and discounts from 

March £294°5 to {252-0 millions. Both move- 
“sas ments arise out of the spring revenue collec- 
tion. The process is that tax-payers draw 
on their banking account to pay their 
taxes to the Government, and any proceeds in excess of 
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current expenditure are applied to the redemption 
of Treasury bills, many of which are held by the 
banks. Call and short loans have risen slightly from 
£157:2 to {162-4 millions, and investments from {629-4 
to £635:1 millions. Cash is reduced from {228-6 to 
{216-7 millions, largely because of a temporary drop in 
bankers’ deposits at Bank of England. This was due toa 
variety of temporary causes, and bankers’ deposits have 
since been restored. There has been an appreciable 
expansion in advances from £824-1 to £849-2 millions. 
This is partly seasonal, as the building trades are begin- 
ning their preparations for their summer activity, but it 
is large enough to indicate further general trade progress. 
The ratio of cash to deposits fell from 10-8 per cent. in 
February to 10-3 per cent. in March. This drop is due 
to the reduction in cash, and so may be temporary. 


BoTuH imports and exports increased considerably during 
March. Imports were valued at {68-1 millions, compared 
March with {62-3 millions in February and {60-5 
Overseas millions in March, 1935. Raw material 
Trade imports stood at {19-6 millions, against 
£18-9 millions in February and £16-5 millions a year ago. 
British exports increased from £35-1 millions to £36°5 
millions during March, and are {0-5 millions higher than 
in March, 1935. British manufactured exports amounted 
to {28-6 millions, compared with {27-6 millions in 
February, and {28-0 millions in March, 1935. The 
returns are summarised below :— 
Mar., 1935. Feb., 1936. 
£ mill. £ mill. 
Imports .. ov 60°5 62°3 
Exports .. or 36-0 35°1 
Re-exports ‘i 4°5 5°6 
Total exports .. 40°5 40°7 
For the first quarter of the year imports have increased 
from £178-4 millions in 1935 to £200-3 millions in 1936, 
and are well above their 1934 level of £183-7 millions. 
Exports show a slight increase from {105-5 millions in 
1935 to {106-1 millions in 1936, and re-exports have also 
increased slightly from {13-9 millions in 1935 to £15°9 
millions in 1936. The adverse trade balance stands at 
£78-3 millions, compared with £59-0 millions in 1935. 
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THE new Labour Government in Ne-v Zealand has carried 
out its intention of nationalising the Reserve Bank. The 
State is to buy up the existing shares, 
The New- and while the Governor and Deputy- 
— Governor will remain in office under the 
eserve ae : 
Rank terms of their original appointments, other 
vacancies on the Board will be filled, as 
they occur, by the Governor-General in Council. The 
Reserve Bank is given full power to carry out the 
monetary policy of the Government as regards foreign 
exchange operation and the regulation of internal credit. 
The previous limit upon the amount of Government 
securities purchaseable by the Bank is abolished, and the 
Bank may now underwrite Government loans, and grant 
overdrafts either to the Government or to a statutory 
marketing authority to finance the purchasing and 
marketing of New Zealand produce. The Minister of 
Finance may suspend the duty of the Bank to exchange 
its notes for sterling, and the Governor of the Bank may 
vary the size of the minimum balances which the trading 
banks have to maintain with the Reserve Bank, with 
the proviso that the present limits of 7 per cent. of demand 
liabilities and 3 per cent. of time liabilities shall not be 
reduced. These are very wide powers—in the opinion 
of many, unnecessarily wide. There are times when a 
Government is glad to be able to rely upon an independent 
central bank, and there are few Governments which can 
safely be trusted with complete control over a country’s 
monetary and banking system. The way in which the 
New Zealand Government exercises its new powers will 
be watched with interest, and until it has shown that it 
can safely use them, with just a little anxiety. 


TuE Trust of Bank and Insurance shares has issued its 
first progress report, covering an actual working period 
of slightly less than six months. The 

A Banking composition of the Trust Fund consists of 

Fixed Trust 24-77 per cent. home bank shares and 
19°87 per cent. overseas bank shares. The 

banking portion is thus 44-64 per cent. The insurance 
portion is 38-15 per cent., while trustee securities com- 
prise 12°75 per cent. and cash 0-18 percent. The Trust’s 
tate of distribution is 3-8475 pence per unit, free of 
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income tax, equal to aatias pence gross. The price per 
unit at the date of the report was 21s. 3d. ex dividend. 
The original Trust Deed provided that any uncalled or 
reserve liability on investments comprised in the Trust 
Fund had to be covered either by holding in the Fund 
Trustee securities and/or cash to the amount of the 
liability, or alternatively by a satisfactory insurance 
guarantee or indemnity. It is now proposed to empower 
the Trustees to arrange that the net rateable value of all 
the securities in the Fund shall be maintained at an 
amount not less than 24 times the total amount of the 
liability not covered by either of the above methods. The 
trustees are obliged to adopt one or other of these methods, 
or to adopt in part one method and in part another. In 
practice the protection appears adequate, and in any case 
the risk is very remote. 





The Regulation of Foreign Loans 


N important announcement was made in the House 
A of Commons by the Chancellor of the Exchequer 
immediately before Easter, in reply to a question 
by Major Hills. Mr. Neville Chamberlain said that he 
had appointed a Committee to advise him both upon the 
scope of the restrictions upon foreign lending and also 
upon particular applications for leave to issue foreign 
loans. His answer made it clear that the new Com- 
mittee will be a standing advisory body, and it is to 
open an office in the City. In view of the complexity 
of the whole problem the Chancellor proposes to give the 
Committee detailed terms of reference and instructions. 
The composition of the Committee is as follows :— 
Chairman: Lord Kennet, formerly Sir Edward Hilton 
Young. Lord Kennet has an extensive knowledge and 
experience of finance. In 1921-22 he was Financial 
Secretary to the Treasury, and in 1931 Secretary to the 
Department of Overseas Trade. He has from time to time 
done important financial work of a public character, 
including the Chairmanship of one of the Indian currency 
commissions. He was also for a time Editor of The 
Financial News. 
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Members: Mr. B. G. Catterns, Deputy-Governor of 
the Bank of England; Mr. R. T. Wilkinson, Deputy- 
Chairman of the Stock Exchange Committee; Sir Austin 
Harris, Deputy-Chairman of Lloyds Bank; Mr. Thomas 
Frazer, Secretary of the North British & Mercantile 
Insurance Company; Mr. A. A. Jamieson, a director of 
Robert Fleming & Company, private bankers; and 
Colonel J. B. Neilson, a member of Messrs. McClelland, 
Ker & Company, chartered accountants. 

The new Committee is thus representative of every 
financial interest concerned in the question of foreign 
lending, and in every way is a strong body. There is 
no doubt that so long as the ‘oe unofficial control 
over foreign lending is required, the Committee will be 
well equipped to discharge this duty. 

Mr. Chamberlain later issued a memorandum setting 
out the Committee’s terms of reference and instruction. 
This memorandum by itself is an important document, 
for it summarises the whole history of the control over 
foreign lending since it was first imposed. It is therefore 
reproduced below :— 


“e 


1. In June, 1932, the Chancellor of the Exchequer asked intending 
borrowers to refrain from making new issues while the conversion of 
the Five Per Cent. War Loan was proceeding. 

“That request in its general form was shortly afterwards with- 
drawn, its purpose having been fulfilled, but since that time restrictions 
of lesser though varying scope have been voluntarily accepted at the 
Chancellor’s request and with the co-operation of the City of London. 

“‘ These restrictions were set up in the general interest; and as the 
economic situation improved, it has been possible from time to time 
to relax them. 

The only restriction now in force on issues, other than foreign 
issues, applies to the optional replacement of existing securities by 
new ones, if those securities rank as trustee securities and involve either 
underwriting or an invitation to the public to subscribe new cash; 
in such cases intending borrowers are asked to approach the Treasury 
before the transaction is set in hand. 

““ The Chancellor of the Exchequer has also asked that, with a view 
to co-ordinating the requirements of intending borrowers and so 
preventing congestion of the market, no issue ranking as a trustee 
security should be made without prior agreement with the Bank of 
England regarding the amount and date of the issue. 

‘3. Foreign issues have been defined as issues on behalf of borrowers 
domiciled outside the Empire, or issues the proceeds of which would be 
remitted directly or indirectly to countries outside the Empire, but 
the expression also includes the acquisition from foreign holders of 
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large blocks of securities, including securities dealt with on the London 
Stock Exchange, with a view to their sale in this country either by an 
issue to the public or otherwise. 

“The wish of H.M. Government has been that, unless the Chan- 
cellor’s permission had previously been obtained, no such issues or 
acquisition should be made. 

‘4. The Chancellor has announced that he would be ready to 
consider particular cases, especially those falling under the following 
heads :— 

“‘(a) Sterling issues by a country within the sterling area 
where the loan is required to increase the sterling assets of that 
country and so to minimise fluctuations in the exchanges; 

“(b) Sterling issues on behalf of any borrower where the 
proceeds are calculated mainly to produce direct benefit to 
British industry. 

“5. The Chancellor of the Exchequer has now decided to appoint 
an Advisory Committee to advise him both on particular applications 
and, if occasion arises, on the principles which govern the restriction. 

“6. In their task the Committtee will be guided, in the first place 
by the general economic situation of the country. 

“7. The primary object of the present restrictions on foreign 
lending has been to protect sterling exchanges against sudden and 
dislocating strains. In considering, therefore, what foreign long-term 
financing this country can undertake regard must be had not only 
to the volume of capital likely to be available for the purpose, but also 
to the state of the exchanges and to the different kinds of pressure to 
which sterling may be exposed. 

‘““ Due allowance will, of course, be made for new issues on behalf 
of Empire borrowers, and the movement of international Stock 
Exchange securities between London and other markets must also be 
borne in mind. 

“8. These considerations would not generally apply to loans, the 
proceeds of which would concurrently be used to finance additional 
exports from the United Kingdom. This fact has been recognised by 
the Chancellor in his relaxation of the restriction on foreign lending in 
favour of sterling issues whose proceeds are calculated mainly to 
benefit British industry, and the same principle should govern the 
Committee’s consideration of proposals of this nature. 

“9g. The Committee will bear in mind the recommendation of the 
Committee on Finance and Industry (S. 384)* that :— 

“ “Tn the realm of foreign investment it is primarily towards 
British-owned enterprises abroad that we should wish to see our 
energies and capital turned rather than merely towards sub- 
scribing to foreign Government and municipal loans which 
absorb our available foreign balance while doing little for our 
industry and commerce.’ 

“In this connection account should be taken of the treatment 
accorded to British-owned enterprises by the foreign country concerned. 





* Better known as the Macmillan Committee. 
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‘10. It is of equal importance that the capital required for develop- 
ment in the United Kingdom should not be restricted by excessive 
lending abroad. 

‘““In deciding whether considerations such as these at any moment 
admit of an increase or call for a decrease in the amount of foreign 
new issues the Committee should keep in close touch with the Treasury 
and with the Bank of England. 

“12. In accordance with the Chancellor’s announcement the 
Committee should give favourable consideration to applications for 
sterling issues by a country within the sterling area where the loan is 
required to increase the sterling assets of that country and so to 
minimise fluctuations in the exchanges. 

“13. The applications to be considered by the Committee will 
include :— 

“(a) Financing on behalf of foreign Governments, States or other 
public authorities. 

‘“ (6) Offers of shares or loan capital to the public which involve the 
remittance of funds directly or indirectly to any country outside the 
British Empire. 

“(c) Offers (involving such remittances) made otherwise than to 
the public in respect of which permission to deal may be sought from 
the Stock Exchange. 

““(d) The acquisition of foreign holdings mentioned in para- 
graph 3 of this note. 

“14. With a view to facilitating business it is desirable that the 
Committee should, at an early date, consider whether it can give 
general sanction, subject to specified conditions, for issues of particular 
types involving remittances abroad which are both small in themselves 
and small in relation to the total issue. 

“15. In considering recommendations made by the Committee 
the Chancellor will where necessary take into account any financial or 
other questions which may be at issue between this country and the 
country of the borrower. 

“16. These instructions will be subject to review from time to 
time in the light of the experience gained, and it would be open to the 
Committee, if they so desire, to submit any difficulties to the Chancellor 
for his consideration. 

‘““t7. It should be clearly understood that any permission given 
by the Chancellor for the issue of a loan is governed exclusively by 
considerations of the kind above mentioned. 

“ The grant of permission does not in any sense imply any opinion 
as to the soundness of the investment from the point of view of the 
investor. That question is left exclusively for the market to judge.” 

The broad theory of foreign lending can be divided 
into two main parts. First, foreign lending can be 
regarded as a particular example of the investment of 
savings. Second, it can be regarded as one of the main 
influences upon the foreign exchanges. It is convenient 
to make this broad sub-division, but it must be 
remembered that there are several points of connection. 








100 THE BANKER 





Fundamentally, the real need is that idle capital 
should be invested safely, profitably and productively. 
So long as savings are accumulated and remain hoarde d 
and unemployed, modern economic theory teaches us 
that trade and employment will both suffer. From the 
point of view of this theory it is immaterial whether 
savings are invested at home or abroad. Provided that 
the borrower usefully employs his new capital, the same 
amount of employment is created somewhere, whatever 
the borrower’s nationality. 

In some ways, however, it may prove more satis- 
factory for capital to be invested at home. The British 
entrepreneur is more likely to use his new capital for the 
purchase of goods made in England with British labour. 
He is subject to British law, is nearer at hand, and so 
can be watched more closely by the investor. The 
service of the new loan raised by him is independent of 
both exchange fluctuations and exchange restrictions. 
Finally it is easier to tell if a proposed new capital issue 
is required for expenditure upon capital goods and in 
more general terms for a productive and self- -liquidating 
purpose. The British, and still more the American, 
investor has learned from bitter experience that there is 
no merit in a foreign loan which is squandered by the 
borrower in covering past deficits or upon new schemes of 
an extravagant and unproductive character. 

Provided that the home demand for new capital is 
of a satisfactory character and is also equal to the amount 
of idle savings in search of employment, there is no direct 
advantage in permitting or stimulating foreign invest- 
ment. In these circumstances any benefit accruing to 
the export industries from foreign loans will be offset 
by the harm suffered by home industries owing to the 
diversion overseas of capital which would otherwise be 
employed at home. In the long run, however, this 
principle must not be interpreted too strictly. It is 
conceivable that a resumption of foreign lending, on a 
reasonable scale and to credit-worthy ‘borrowers might 
help to establish a better balance in the world, and to 
ease and expand world trade, production, employment 
and consumption. Ultimately this would be to the benefit 
of British trade and industry. 

The exchange aspect of the problem must now be 
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stated. If it is judged that promiscuous or uncontrolled 
foreign lending would throw too great a burden upon 
the exchanges, then it may be to the national advantage 
to regulate foreign lending equally with the limitation of 
imports of commodities. Otherwise there is the risk of 
depreciation of the currency, coupled, perhaps, with gold 
losses and leading ultimately to a general contraction of 
internal credit with all its attendant evils. 

The connection between the two main aspects of the 
problem must now be defined, especially as so far it has 
largely escaped notice. Ignoring temporary strains upon 
the exchanges due to sudden movements of panic money, 
the ability of the exchanges to bear the burden of a 
stream of foreign loans is governed ultimately by the 
nation’s balance of payments upon current account. If 
that balance is favourable, then there should be a surplus 
available to finance the transfer of foreign loans over the 
exchanges. Now a favourable current trade balance 
implies that the nation is producing and selling abroad 
more than it is buying abroad for consumption at home. 
That suggests prima facie that both internally and 
externally there ought to be a margin of production over 
consumption. Now fresh savings can only arise from 
such a surplus of production, while if consumption is in 
excess the nation as a whole must be drawing upon past 
savings. Hence if new savings are coming into existence 
and are available for investment generally, there is 
simultaneously likely to be a favourable trade balance 
adequate to finance the more specialised field of foreign 
investment. To this extent conditions which satisfy 
the first aspect of the problem are also likely to satisfy 
the second. 

The correlation between the two, however, is likely 
to be imperfect. For example, capital investment at 
home leading to an active demand for capital goods 
may lead to an increase in imports. Some of these new 
capital goods may be purchased abroad, and while such 
purchases are likely to be small, there will almost 
certainly be an expansion in the import of raw materials 
required for the manufacture of these goods. Simul- 
taneously home makers of capital goods may be so well 
supplied with home orders that they may be less anxious 
to secure export business. 
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This suggests a new correlation. If the home demand 
for new capital is both active and is being satisfied by the 
investment of home savings, the external trade balance 
and the exchanges may become less capable of covering 
the transfer of foreign loans over the exchanges. 

It is commonly argued that the issue of foreign loans 
creates new export trade, inasmuch as the proceeds of 
such loans are spent on British goods. This argument, 
however, is often pressed to an excessive degree. Unless 
the controlling authorities impose this condition there is 
no guarantee that the proceeds of a foreign capital issue 
will be spent in the home market. 

The first conclusion which may legitimately be reached 
is that so long as we are off gold and desire to combine 
a reasonably stable pound with cheap money at home, 
there is a case for the control of foreign lending. That 
case becomes strengthened if the trend of interest rates 
and other indications suggest that the home capital 
market is able to absorb the supplies of new home savings. 
There is no fundamental merit in foreign lending over 
home lending, just as no more work is provided by a 
given volume of production for export than is provided 
by the same volume of production for the home market. 

The defect of any attempt to control foreign lending 
is that it depends for its scientific exercise upon the 
ascertainment and interpretation of a mass of data 
which is very imperfect. There is no such thing as 
scientific control. It can only be rough-and-ready, and 
is liable to err on the side of excessive caution. It is to 
be hoped that the different authorities in the City will 
co-operate with the new Committee in providing them 
with all the data which they need. 

The merit of the free international movement of 
capital is analogous to the free international movement 
of goods—namely, to the classic Free Trade theory. To 
that extent the compulsory limitation of the investment 
of savings to the home market may react unfavourably 
first on world prosperity, and secondarily upon our own. 
On the other hand, it must be recognised that there 
are few credit-worthy borrowers to-day, and that it 
might be dangerous to give full rein to optimistic or 
unscrupulous intermediaries, who are only concerned with 
the initial success of a foreign loan, and who then leave 
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investors to their fate. There is a case for scrupulous 
‘vetting ’’ as distinguished from general control. 
Fundamentally the problem of the resumption of 
foreign lending merges in the bigger problems of world 
currency stabilisation and the removal of world trade 
and exchange restrictions. Some foreign lending may 
be needed as a lubricant to this major task, and within 
reason this should be permitted. With this reservation, 
the revival of foreign lending and foreign trade should 
proceed together, and all the time proper regard must 
be had to the trend of home trade, and the internal 
supply of and demand for new capital. On the other 
hand there is no doubt that foreign lending is an 
important part of our normal financial business and 
also is an important stimulant to our export industries— 
particularly to engineering and the heavy industries. The 
emergence once more of a favourable balance of payments 
also suggests that the time is ripe for some relaxation of 
the control, and at least one of the British bank chairmen 
has recently expressed this view. These points roughly 
indicate the nature of the new Committee’s task. 


A Testing Time for the Franc 


By a Correspondent 


EVIEWING the position of the Gold Bloc countries 
R a year ago* we suggested that they were unlikely 

to be forced off gold unless by the action of their 
own people, that is, by a flight of capital; that they were 
faced with domestic and fiscal difficulties rather than 
with any inherent weakness of their exchanges due to 
pressure on international account; but that they would 
in all probability find it increasingly hard to raise the 
loans required to finance their current and—inevitably 
perhaps—recurrent deficits. 

The course of subsequent events has, on the whole, 
justified this reading of their situation. Foreign trade 
of the Gold Bloc countries has in the meantime receded 
rather than recovered—thus running counter to the 
trend of world trade in general. But their trade deficits 








* See THE BANKER, May, 1935. 
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have, except in the case of France, contracted more than 
proportionately to the decline in the volume of imports 
and exports so that their exchanges are subject to no 
adverse pressure from abroad. Fiscal difficulties have, 
however, as expected, become progressively embarrassing 
—and, in France, positively acute—during the past 
twelve months. Realisation by the public of the ultimate 
danger of proceeding far along the path of perennia 

Budg set deficits has in turn led to an export of capital 
on a substantial scale. This again has reduced, without 
as yet actually jeopardising, the gold reserves and 
technical position of the exchanges in question. It 
has also caused a further decline in gilt-edged values, 
necessarily prejudicial to the all-important borrowing 
facilities of Governments faced with every prospect of 
the continuance of fiscal deficits resulting from intractable 
economic equilibrium rather than from political or 
administrative errors readily susceptible of correction. 

In France developments have progressed so far 
along these lines that the position there is regarded in 
many quarters with serious concern. Uncertainty as to 
the outlook is heightened at the present time by the 
imminence of a General Election and the almost un- 
precedented financial embarrassments of the Treasury. 
Gold is steadily flowing out. Thus the franc is believed 
to be entering on a critical phase. 

To remove any misunderstanding, it may be well, 
however, to repeat emphatically that even to-day— 
after four years of severe depression—there is little 
ground to anticipate that France will devalue on general 
political and economic grounds ; that is, on the theory 
that adjustment to world conditions by means of the 
currency would be desirable and beneficial. The theory 
is not understood and the measure is not advocated. 
M. Paul Reynaud is, from this point of view, still 
voice a very intelligent one in the 
wilderness ; “and, politically speaking, saauile assert that 
the Right have dropped him while the Left have never 
supported him. On all the available indications it 
seems likely that just as the parity was abandoned in 
England only when the gold supply was exhausted, and 
in “America in the throes of a banking moratorium, 
devaluation in France, if and when it comes, will be the 
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result of compelling circumstances but not of design or 
deliberation. 

No political party will openly place devaluation on 
its programme; none, in fact, is doing so in connection 
with the elections of April 26. The Socialists would, as 
is generally asserted, accept and possibly even welcome 
devaluation. But they will not themselves propose or 
take responsibility for it. The Radicals, led by M. 
Daladier, reject deflation and attack the Bank of France 
in every election speech. They urge the need for re- 
flation. But they do not accept the logical condition of 
such a programme, namely adjustment of the overvalued 
currency. 

The parties of the Right are, ostensibly at any rate, 
as adamant as ever in their opposition to a reduction 
of the franc parity. They may not, as some shrewd 
observers suggest, be wholly sincere in this attitude. 
If it is true that they believe in and would welcome 
the effects of devaluation on their industries but wish to 
see 1t brought about in the first instance by the Left, 
as a confession of weakness and a discreditable policy, 
then, of course, it is merely a question of a political 
manceuvre. As such, however, it is not very intelligible 
or convincing. If devaluation should in fact prove 
beneficial to the country as a whole, it might be expected 
to gain support for those who have sponsored it rather 
than discredit them. The Right appear, therefore, so 
far as they may privately countenance devaluation, to be 
gambling on an interlude of chaos and confusion following 
the actual step, from which they would be called upon 
to extricate the country. In this they would reap the 
economic and financial advantages of devaluation for 
themselves but at the same time have politically “ dished ”’ 
the Left. It seems, at best, a poor and not very in- 
telligent speculation: for, whatever happens, the Bank 
of France would, in the event of an embargo, be strong 
enough to operate an Equalisation Fund very effectively, 
and it is most unlikely that it would permit any disorder 
to result. 

There are, of course, individual and energetic sponsors 
of franc devaluation in every political camp in France, 
who, especially among the Socialists and Radicals, are 
understood to have drafted more or less concrete financial 
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and economic programmes for their parties. But their 
press is negligible and they themselves seem to count 
for little. In any case these programmes are not per- 
mitted to see the light of day and it is nowhere suggested 
that there is any popular support for them in the country 
at large. There is, in a word, no political campaign 
for devaluation, though there m may be a few conspiracies. 

For the present everything depends on the technical 
position of the Bank of France on the one hand and the 
financial prospects of the Treasury on the other. The 
two, of course, are interdependent. And in this connec- 
tion the last six months have witnessed a significant 
development in so far as the Bank’s position has been 
weakened while that of the Treasury has become so 
critical that it tends to react directly and unfavourably 
upon the technical situation of the Bank—which for 
years it was not allowed to do. 

The recent alarm for the future of the franc, which 
culminated in a 1} per cent. rise in bank rate on Saturday, 
March 28th, and an energetic statement of policy by the 
Finance Minister, M. Regnier, on the following Monday, 
arose partly from the visible and disquieting indications 
in the Bank of France’s weekly statement that credit 
was being expanded in favour of the Government and 
partly from developments caused by the Hitler coup 
of March 7th. 

The deterioration in the technical position of the 
Bank of France over the last fifteen months has been 
very conspicuous though not at all alarming. During 
1935 the gold reserve fell from 82 milliards to 66, without 
a corresponding contraction taking place in the note 
circulation, while deposit liabilities declined only by some 
6 milliards. The ratio of gold to total liabilities fell 
from 80 per cent. to 71 per cent. Even after these 
large withdrawals (over £200 millions) in a single year, the 
Bank of France is still amply safeguarded against all 
ordinary contingencies. What is new in the position 
is that, in present circumstances, its resources are being 
strained by a simultaneous two-way movement: while 
suffering a loss of gold it is actually being obliged to 
expand credit and add to its liabilities by discounting 
Treasury Bills for the Government and the banks. A 
year ago its holding of Treasury and other bills stood 
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at some Frs. 3,500 millions. During the latter half of 
1935 and earlier in the present year the Bank was obliged 
to come to the assistance of the Treasury, and this item 
had risen by some 5 milliards at the end of February. 
It is clear that this was the price paid by the Bank to 
the Government for the Government’s acquiescence in 
the programme of punitive budgetary deflation ad- 
vocated by the Bank of France last summer, after the 
fall of M. Flandin and the assumption of extraordinary 
powers by M. Laval. Now, however, the portfolio of 
bills discounted has risen by 3 mulliards (£40 million) 7m 
a single month, namely March, to a total of 13-5 milliards. 
During that month gold fell by half a milliard and the note 
circulation rose by 2 milliards. During the first three 
weeks of April gold fell by as muchas 3 milliards. For the 
first time in some years the ratio of gold to liabilities has 
thus fallen below 70 per cent., viz. to67-03 percent. This 
last figure, moreover, does not accurately reflect the 
position for, as Le Temps candidly admits, the present 
gold holding—63 milliards as at April Io—is inclusive of 
3 milliards due to London and rather more than 14 
milliards owing to Belgium, Holland and Switzerland, so 
that a net figure would read 59 to 60 milliards and give a 
ratio of about 63-8 per cent. to total liabilities. Even 
so, the position could be regarded as very strong but for 
various dangerous and dynamic possibilities. 

The franc parity would not of course be endangered 
if it were possible to assume that the free Gold Standard 
will be maintained until the gold holding has fallen to 
the statutory ratio, viz. 35 per cent. of liabilities, or 
approximately 34 milliards in present circumstances. 
On that basis France could afford to lose a further 25 
milliards. Instead, however, there is virtual unanimity 
of opinion regarding the improbability of such a course. 
It is mostly believed that the Government, with an 
eye on the precarious state of international relations and 
on possible, even if unlikely, military contingencies, as 
well as bearing in mind that in case of the latter no 
intervention by the United States and little financial 
help for defaulting debtors could be expected, will not 
allow the gold stock to fall below some 55 milliards. 
Other quarters suggest that the loss of a further 5 to 7 
milliards—especially if the outflow were precipitous— 
would evoke an embargo; while some observers are 
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inclined to leave the figure open at somewhere between 
50 and 60 milliards. In consequence there has been 
considerable trepidation in Paris as to possible develop- 
ments, if in fact, when several bad bank statements 
have succeeded one another, a decisive swing to the Left 
should eventuate on April 26. 

The altogether incalculable factor is the behaviour 
of the general public. Were it to take seriously to flight, 
neither the Bank nor the Treasury could resist for long. 
When Hitler made his coup, people in the Eastern pro- 
vinces of France rushed to withdraw their balances from 
banks and savings banks. The latter were obliged to 
have urgent recourse (through re-discounting) to the 
Bank of France, with the result that the note circulation 
rose, during two mid-month weeks in March, when there 
should ordinarily have been a reflux of notes to the 
Bank, by 1-7 milliards ({22 million). This caused con- 
siderable alarm and stimulated large sales of francs across 
the exchange markets both ag yainst sterling and dollars. 
The reason why the dollar has not reached gold import 
point in Paris is that the Bank of France, believing that 
it is better to keep the public in the dark as to the size 
and rate of the daily gold outflow, itself sells dollars to the 
market when necessary and pays the Federal Reserve 
for them by earmarking gold. No arbitrage shipments 
are accordingly taking ‘lace. 

Purchases of dollars and to a smaller extent also of 
sterling are also taking a different form in Paris, which, 
though it can hardly be large enough to influence the 
course of events, is worth mentioning. Fearing an 
embargo on gold people are prepared to purchase dollar 
and sterling bank-notes at a premium instead. Con- 
siderable quantities are being imported. At the same 
time there are indications that commercial firms are 
accumulating exchange, whenever their liquid resources 
will permit them to do so, by the simple expedient of 
leaving the proceeds of their exports abroad while 
selling francs to pay for their imports. 

There is, however, little or no foreign money to be 
transferred across the exchanges and it may be pretty 
safely assumed that those possessing or controlling 
large balances have long since acquired all the gold and/or 
exc change which they want. This accounts for the 
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bulk of the 17 milliards in gold lost by the Bank since 
January, 1935. As it is generally expressed in Paris, 
the top layer of mobile capital has already been dealt 
with and everything depends now upon whether the 
lower stratum, composed of innumerable smaller and 
perhaps less exchange-minded holders of all descriptions, 
takes alarm and goes into the market. If it does the 
position will be very difficult to maintain. 

At the present juncture the most important factor, 
however, is the position of the Treasury. Its embarrass- 
ments provide the chief psychological and sentimental 
stimulus to the export of capital—which reduces the 
gold reserve of the Bank of France. Its own immediate 
cash requirements simultaneously exert a direct and 
adverse influence on the technical position of the Bank 
by necessitating an expansion of credit when a contraction 
should be the order of the day. It commands neither 
a long-term nor a Treasury bill market. Instead deposits 
are being withdrawn from savings banks and Treasury 
bills presented for repayment instead of renewal. 

When the London credit was granted the French 
Treasury was, in the literal sense of the word, in arrears 
by one or two milliards in respect of ordinary payments 
such as are commonly effected with strict punctuality 
by Governments in civilised and highly-organised coun- 
tries. These had hardly been dealt with when Herr 
Hitler’s re-militarisation of the Rhine caused people in 
the Eastern departments of France not only to withdraw 
balances from the banks and savings banks but, as 
already stated, in some cases to refuse to renew maturing 
Treasury bills. It was this factor that impelled the 
Chambers to raise the Government’s Treasury bill 
facilities by 6 milliards virtually without debate and 
with unprecedented rapidity, at the same time tacitly 
admitting that for all practical purposes the Treasury 
should be allowed to borrow directly from the Bank. 
In this way the Government was enabled to deal with its 
end-of-March maturities and some arrears. But if, as 
is believed in some quarters, the unanticipated calls 
resulting from the withdrawal of savings deposits and 
the repayment of Treasury bills, together with the 
foregoing items, have already exhausted the bulk of 
the 9 milliards recently obtained by the Treasury, the 
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position must be decidedly precarious. It was certainly 
expected, or at any rate hoped, that the additional 
6 milliards of Treasury bill facilities secured on March 2oth 
would tide the Government over the pre-Election and 
Election period. Any attempt by the Government to 
obtain a second vote from the Chamber, authorising a 
further increase in Treasury bill borrowings is probably 
out of the question. It would almost certainly start a 
panic. Negotiations are now proceeding in Holland for 
a credit of 1 milliard but are proving difficult owing to 
the insistence of the Dutch Government on some trading 
concessions as a guid pro quo. 

If the Government can hold out until after the 
Elections, it should find itself in smoother waters. The 
Elections themselves are not now expected to produce a 
violent swing to the Left, though the extreme Left 
Wing parties are likely to gain at the expense of their more 
moderate neighbours. Elections, however, are notoriously 
unpredictable. Once more everything turns on the 
attitude of the French public, which could, if it took 
alarm on a sufficient scale, force the issue against both 
the Bank and the Treasury, especially if it is safe to 
assume that the gold reserve would not be allowed to 
fall below a limit of 50 to 55 milliards. In this connection, 
however, the mutual relations between the Bank on 
the one hand and the Treasury, the Government and the 
politicians, on the other hand, are of great importance. 
While there is confusion of counsels among the politicians 
and dire embarrassment in the Government and the 
Treasury, the Bank alone has a policy and the deter- 
mination to back it with all the resources at its command. 
It is fighting tooth and nail against devaluation. Despite 
the deterioration of its position compared with what 
it was a year ago, it is still, intrinsically, a strong one. 
It has, moreover, an inexorable grip on the press, not only 
in Paris but also in the provinces. And what it does not 
sway is largely under the influence of the Comité de 
Forges which is no less determined to keep the franc 
on gold for the present. 

In its relations with the Government and the Treasury, 
the Bank is now, more than ever, in an overwhelmingly 
strong position. Whereas a short time ago M. Flandin 
would have been glad to rid himself of the Governor, 
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Herr Hitler put the French Government, or more pre- 
cisely the Treasury, into the hands of the Bank. But 
for its assistance the Government would have suffered 
the most ignominious and politically irreparable disaster. 
For the time being, therefore, M. Tannery and the 
Bank appear to have scored heavily. What is not clear 
is whether it is fully realised in the Bank that while the 
embarrassments of the Government have from a diplo- 
matic or bargaining point of view delivered the politicians 
and the Treasury into its hands, the Bank is, from a 
technical point of view, being progressively weakened 
by the assistance it affords to the Government. 

In the Treasury itself some of the senior officials are 
understood to be more or less admitted supporters of the 
thesis that to regain economic prosperity France must 
devalue. But if the franc is to be devalued, it is their 
embarrassments rather than their theories which will 
provide the necessary arguments. 

The franc is not by any means as seriously over- 
valued to-day as it is commonly assumed to be. In 
many respects over-valuation is more psychological than 
real and takes the form of a deep-rooted distrust, due to 
the severity of the depression, of the Government, the 
Bank and all those connected with the financial manage- 
ment of the country. Hence gold flows out and the 
Rentes market—without which no French Government 
can exist—is deserted. On the other hand the incipient 
recovery is a definite if as yet modest reality. The current 
Budget deficit for January and February was insignificant. 
In March a small surplus was achieved. Turnover, 
according to the returns of the Turnover Tax on com- 
mercial transactions was 4 per cent. up in February 
and 6 per cent. in March. Consumption of electrical 
current is rising. From a low level of Frs. 60 the price 
of corn has recovered, a little precariously perhaps, to 
Frs. 100, while wine has risen by over 60 per cent., thus 
giving the agricultural and vinicultural producers im- 
proved purchasing power. Tourist travel is slightly 
better, but unemployment is little more than stationary. 

If therefore June were reached without panic or 
mishap, domestic or foreign, the position might once 
more settle down and the outflow of gold cease. Still, 
the Government will be obliged, as is well known, to raise 
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some Frs. 14 milliards by loan, net of repayments, for 
= -armament, the railway deficit, etc., assuming that 

the Budget of current expenditure has now been balanced, 
in the course of the present year. This it can only do if 
financial confidence is restored to markets and funds 
emerge liberally from hoards or return from exile. The 
overriding question is whether in the present atmosphere 
of deep- rooted distrust such a consummation can be 
brought about in France without either devaluation, as a 
means of touching bottom in the psychological depression 
or, alternatively, without all-round stabilisation. No 
Government can continue indefinitely to face the daily 
and humiliating embarrassments besetting the French 
Government. The forward policy of their neighbour 
across the Rhine must make them even more intolerable. 
And it would not be surprising if, in the event that the 
present critical phase is passed, French statesmen should, 
perhaps not very openly, adopt the view that it would 
be good politics to take the plunge and, by means of it 
restore that financial freedom of movement, at home 
and abroad, which is eminently desirable if not actually 
vital in the present international situation. 


Belgium and France 
By Douglas Jay 


HILE France and Holland continue to present a 

WV picture—dignified by the name of ‘ monetary 

stability ‘"—of depression, unemployment, bud- 

get deficits, fluctuating interest rates and gold flights, 
Belgium’s recovery, founded on the secure basis ‘of a 
correctly valued currency, steadily forges ahead. The 
immediate circumstances and effects of Belgium’s de- 
valuation in March, 1935, are now ancient history: the 

extreme depression and threat to banking stability 
caused by the deflationary policy of the Théunis 

Government, the new Van Zeeland Government’s decision 
to devalue by 28 per cent., and the resulting alleviation 
of the pressure on the exchanges, the gold reserve, and 
the interest rate. Now that a year has passed, however, 
it is possible to examine the more permanent economic 
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consequences of the change and in particular to recognise 
the superficiality of those critics who insisted that the 
first few months’ recovery after devaluation was 
“temporary and artificial.”’ 

The immediate effect of devaluation in Belgium, as 
elsewhere, was to relieve the pressure on the gold reserve. 
This was due to two factors: first, the actual alteration 
in the gold value of the currency, and secondly, the 
large-scale repatriation of funds that followed. The gold 
reserve, calculated in Belgian francs, actually rose from 
Fr. 11,293,000,000 in March, 1935, to Fr. 17,138,000,000 
in May, and it has remained at approximately that level 
ever since. This enabled an expansion in the note 
circulation from Fr. 18,237,000,000 in March to 
Fr. 20,157,000,000 in May, and Fr. 20,362,000,000 in 
February of this year. The expansion in gold and notes 
led in time to a fall of interest rates which has been 
maintained and even carried further. Bank rate was 
reduced from 2) per cent. to 2 per cent. in April; the 
rate on commercial bills fell at the same time from 
about 2-3 per cent. to under 2-0 per cent.; and the 
Government’s long-term debt was converted from a 
6 per cent. to a 4 per cent. basis. Government purchases 
were at first necessary to maintain it at this level, but 
the “ gold profit ’’ conveniently supplied a “‘ Securities 
Stabilisation Fund ”’ out of which these purchases could 
be financed. This operation was an interesting illustration 
of the direct way in which the alteration of the gold 
value of a currency may lead to a reduction in the 
long-term rate of interest. 

Looking back over a year’s experience of the effects of 
Belgium’s experiment, one can see that the link between 
devaluation and recovery was not the lowered price of 
exports in world markets, which is still supposed by 
many people to be the object of ‘“‘ exchange depreciation,’ 
but the fall in interest rates. For industrial recovery 
began before any increase in exports, and the principal 
factor in recovery in the early months was building— 
which must clearly have been stimulated by low interest 
rates rather than any other factor. The index of industrial 
production actually rose from 66-9 in March, 1935, to 
72°8in May; and then, after a slight relapse, rose again to 
81-3 in December. Meanwhile the index of building plans 
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approved rose from 101-1 in March to 137°5 in May (far 
more than the seasonal rise); and in November stood at 
78-1, compared with 59:2 in November, 1934. Exports, 
however, calculated in Belgian francs, only rose from 
I,1II,000,000 francs in March to 1, 381,000,000 in June. 
This rise is proportionately less than the “ coefficient of 
devaluation ’ (39 per cent.); so that the volume of 
production for export cannot have risen in the early 
months, since export prices, as quoted in foreign currencies 
were not at first reduced. The urge to general recovery 
cannot therefore have come initially from the export 
trades. 

Actually Belgium’s imports, calculated in Belgian 
francs, rose more than exports between 1934 and 1935 
The average monthly total of imports in 1934 was 
Fr. 1,142,000,000 and in 1935 it was Fr. 1,417,000,000. 
By January, 1936, pp PR had reached Fr. 1,830,000,000 
and exports Fr. 1,537,000,000. Since therefore the 
increase in imports is now greater than the “ coefficient 
of devaluation,” and the increase of exports is not, it 
would appear that Belgium has increased her purchases 
from the outside world more than her sales to it as a 
result of devaluation. This is most interesting; for it 
shows that the effect of devaluation on the outside world 
need not be deflationary, as opponents of “ exchange 
depreciation ’’ have always assumed. It suggests that a 
devaluation by France and Holland would not injure 
British and American trade. On the contrary the 
resulting recovery in France would very soon expand 
imports more than devaluation expanded exports. 

The test by which Belgium’s dev aluation must of 
course be finally judged is the effect “of the general 
recovery on unemployment. And this is decisive. Total 
unemployment fell from 380,275 in December, 1934, to 
264,340 in December, 1935—a fall of nearly 30 per cent. in 
12 months. This fall is itself the surest evidence that 
devaluation raised selling prices far more than costs in 
Belgian industry. And the cost of living, despite the 
exaggerated fears held all over the Continent, rose only 
from 74:9 in March, 1935, to 84-9 in December—although 
world prices were simultaneously rising. Moreover the 
Budget, which showed a large deficit at the time of 
devaluation, now shows a surplus. 
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The parallel between the economic situation of France 
and Belgium to-day is most instructive. Opponents of 
devaluation in Belgium still argue that that country’s 
recovery is “‘artificial ’’ and “‘unsound ”’ ; while opponents 
of devaluation in France are pointing to the business 
revival that began there last autumn as evidence that 
devaluation is unnecessary. In point of fact, however, it 
is the French recovery which stands on a shaky foundation, 
and the Belgian recovery which is sound. France’s 
recovery started last autumn because, despite an over- 
valued exchange rate and high interest rates, the 
_Government’s spending out of loans was so large that 
production and employment began to revive. As they 
revived, however, prices began to rise rapidly and 
imports to increase. But whereas in Belgium, the rise 
in prices merely brought the country’s price structure 
into equilibrium with the exchange rate, in France it is 
carrying it further and further out of equilibrium. 
Consequently, whereas there is now no pressure on the 
gold reserve and interest rates in Belgium, the pressure 
in France grows more intense with every advance in 
production and prices. A recovery in fact which 
is based on a false exchange rate cannot be securely 
grounded, and it can only continue indefinitely if that 
exchange rate is abandoned. Belgium abandoned it at 
the start; and her Government now has little to do but 
help recovery on its way. The French still refuse to do 
so, and consequently, though business is_ reviving, 
France’s main economic problem remains completely 
unsolved. 


Bankers’ Orders 


By a Correspondent 


HE demand for the service which bankers have 
always rendered in attending to periodical pay- 
ments on behalf of their customers is one which 
under present-day conditions increases rapidly year by 
year. If the statistical departments of banks were to 
calculate the number of standing orders annually in force 
per customer over the course of the last few years, the 
results would be valuable, and the more so were these 
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multiplied by the average frequency of payments made 
under them during the year. The writer hazards the 
suggestion that the ascertained annual transaction ratios 
per customer would afford, to a surprising extent, a 
complete confirmation of his contention. 

The most striking indications will be in branches 
where a large proportion of accounts are those of private 
persons in receipt of a monthly income; it is in the 
service of this growing class of customer that payments 
by bankers under standing orders are most called for. 

Formerly, such orders were confined principally to 
rent, annual club and charity subscriptions, premiums 
on insurance policies and income transfers from one 
account to another. They were carried out mostly 
on behalf of those who maintained balances on their 
drawing accounts of sufficient value to remunerate the 
banker for his work. With the increase in the number 
of small customers, with the recent growth of instalment 
buying and the tendency generally to reduce the intervals 
between periodical payments (many clubs nowadays 
accept half-yearly or even quarterly instalments of their 
members’ subsc riptions), it is necessary to provide 
special means of coping with the consequent increase in 
routine work. 

This problem is not confined altogether to the banks. 
More frequent payments mean more frequent receipts. 
Insurance offices which some years ago offered their 
policy-holders the option of paying their premiums by 
monthly instead of by half-yearly instalments are now 
discovering, with some embarrassment to their clerical 
organisation, the great extent to which their public is 
taking advantage of a facility which is mainly dependent 
upon the banker’s willing co-operation. 

To deal with such an expanding mass of detailed 
routine work, high efficiency of organisation and the 
use of improved mechanical devices are necessary all 
round. For the recipients of the ever-growing volume 
of small payments issued and collected by the banks 
provision is made for the added cost of multiplied 
transactions. A monthly premium carries a slight load ; 
every instalment payment is calculated at a figure that 
includes an amount equivalent to an adequate rate of 
interest over a period; the annual amount of club 
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subscriptions is somewhat larger if paid half-yearly, and 
soon. But for the banker there can be no compensation 
for his labours unless his customer is willing to increase 
the minimum balance on his drawing account when he 
increases the number of orders which he gives, or to agree 
to a special charge adequate in relation to the work 
undertaken. 

For the unfortunate banker, neither course is entirely 
practicable. However low the cost of making standing 
payments be rated per transaction, the annual expense in 
a vast number of cases can be cov ered only by the value 
to the bank of a substantial minimum free balance, or by 
a computed charge, both of which would be beyond the 
reckoning of the small customer who has been taught to 
expect his bankers to undertake such work as a matter 
of course. Yet it is on the accounts of small customers, 
who can ill afford to bear an adequate charge, that 
standing payments are increasing. Of late, certain 
traders have been arranging to receive monthly payments, 
in some cases as low as 5s. or even 2s. 6d. Obviously, 
however small the cost of the machinery necessary to 
deal with these, it is disproportionate to such transac- 
tions. 

The development of the practice of instalment 
payments of late years has placed the bankers in a 
really unfair and anomalous position. Their willingness 
to accept such orders is being exploited beyond reasonable 
limits, in so far as they are undertaking in effect, and on 
a large scale, the expensive and onerous task of debt- 
collecting on behalf of business houses which are not 
necessarily their own clients. These are chiefly motor 
dealers, furniture stores, outfitters, tailors, furriers and 
suppliers of radio sets. 

How valuable to hire-purchase dealers this service is 

may be illustrated by the efforts made by one firm in 
particular to persuade their customers to sign Bankers’ 
Orders. Upon supplying a type of vacuum-cleaner 
which costs twenty-six guineas, they not only offer a 
5s. cash discount to customers who complete a form of 
Bankers’ Order, but pay a bonus of 2s. to the salesman 
for each customer he succeeds in inducing to adopt this 
method of payment. Thus it is found worth while to 
sacrifice 1:28 per cent. of their turnover in order to 
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secure the advantage of the banker’s co-operation. 
They are now able to announce that nearly two-thirds 
of their hire-purchase customers are using Bankers’ 
Orders and that the percentage is rising. 

Apart from the point that a gradual process by which 
salary earners throughout the country are mortgaging 
their future earning capacity, and small rentiers their 
future dividends, in order to satisfy immediate needs, is 
in the eyes of many a matter for apprehension and even 
alarm, it still remains necessary for bankers to provide 
for the continued expansion of periodical payments which 
they have done so much to facilitate. They must 
continue to adapt their organisations to an inevitably 
growing public demand. The question is then how 
banking routine can best cope with it. 

To a large extent mechanical appliances—which are 
now coming into almost universal use—are the answer. 
It may be said already that without them it would have 
been impossible for many banking units to undertake 
this class of work without incurring uncompensated loss 
to a really serious extent. There is probably a field for 
still further development in mechanical efficiency in this 
department of banking routine. But to enable the 
machine to work at its best, certain simplifications of a 
non-mechanical kind are highly desirable, and these 
bankers as a whole might do well to consider. For 
instance, it would be all to the good if standardisation 
were agreed upon in the wording of the general orders. 
It seems only reasonable that banks should have the right 
to insist upon this, and much correspondence and waste 
of time that is often occupied in coping with ambiguously 
drafted instructions would be avoided. The instruc- 
tions they receive should be worded in such a manner 
as to leave no room for doubt as to the position of the 
banker as agent when lack of funds or contrary instruc- 
tions of his customer prevent him from making a payment 
upon any due date. As matters now stand, avoidable 
friction may often arise upon this point, not to mention 
the risk incurred by the banker from non-payments at 
due date. 

Again, little hardship would be suffered by traders 
or their customers were the banks to decline to entertain 
instructions to undertake payments of trivial amounts, 
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or variable payments, the notation of which is troublesome 
and apt to impair the efficient working of a mechanical 
system. Subject to these elementary provisos, the banks 
would do well to consider the benefit both in their own 
interests and those of the general public of inaugurating 
an inter-bank organisation for the purpose of dealing 
with this class of work upon up-to-daté mechanical 
lines. It would be easy by concerted arrangement to 
devise a system dependent upon the simple fact that 
each amount which Is credited to one account is debited 
to another account, whether in the same or another 
bank. This basic principle lends itself readily to the 
elaboration of a mechanical method which, if operated by 
all the banks concerned, would answer the otherwise 
difficult question of how to reduce to a minimum the cost 
of coping efficiently with this growing service that the 
banks are required to render. 


Central Banks and Forward 
Exchange 
By J. H. Huizinga 


HOSE who have followed last year’s interesting 
discussion on the stabilisation problem in Lloyds 
Bank Monthly Review will remember Mr. Keynes’ 
ingenious suggestion for Central Bank dealings in forward 
exchange as a method of defending the exchange against 
temporary disturbances in the balance of payments 
without taking recourse to the old technique of Bank 
Rate. “‘ Occasions often arise,’’ Mr. Keynes said, “‘ when 
the short-term rates of interest appropriate to the 
domestic position have become inappropriate to the 
foreign position, placing the Central Bank in a dilemma 
as to what its bank rate policy ought to be. But by 
offering to sell its currency forward at an appropriate 
discount of its spot value (or to buy it at a premium 
over the spot rate) a Central Bank can make its short- 
term interest rates to an actual or potential holder of 
foreign funds exactly what it chooses without ever 
changing the rates chargeable to domestic borrowers.” 
With the first part of this statement few will have any 
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difficulty. But of the remedy Mr. Keynes proposes 
perhaps the professional forward exchange specialists 
alone would be able to give a clear explanation. As Mr. 
Keynes himself has said, “‘ so few people understand even 
the elements of the theory of the forward exchanges.’’* 
Hence a brief recapitulation of this theory, and more 
specifically of the determination of the forw ard rate, will 
not be superfluous. 

The most general and most obvious misconception of 
the forward rate is that it represents and is determined 
by the speculators’ estimate of the future course of the 
exchange. Speculators will sell forward whenever they 
anticipate a decline and buy forward whenever they 
anticipate a rise in the exchange. While this view 
that the position of the forward rate is directly dependent 
on the speculators’ expectation of the exchange trend is 
no doubt partially correct, it is yet not difficult to see 
that it offers only a very one-sided and therefore mis- 
leading explanation of the determination of the forward 
rate. The trouble is that it centres attention upon one 
source (though an especially important one under present 
inconvertible conditions) of supply and demand of 
forward exchange to the exclusion of all other sources. 

What are these other sources? First of all, there is 
the supply and demand which originate with traders 
and banks desiring to cover themselves against the 
exchange risk on their anticipated foreign currency 
receipts and payments. That is to say, the tisk that the 
spot rate of exchange at the date on which these receipts 
and payments fall due will be lower or higher than the 
prevailing spot rate at which the trading and banking 
commitments have been entered into. The demand for 
this exchange risk insurance, originating with those 
having to make future payments abroad, will always 
push the forward rate to a premium over spot, while the 
supply drives it to a discount. Hence when in a purely 
non-speculative forward market supply and demand are 
equal, that is, when the volume of anticipated foreign 
receipts equals the volume of anticipated payments, the 
forward rate will be at par with the spot rate. When 
the supply exceeds the demand, the forward rate will be 
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at a discount, and in the reverse case forward will be 
at a premium. Finally, the discount or premium on 
forward exchange, the price of exchange risk insurance, 
must always remain within the margin between the spot 
rate and the gold import or export point, which margin 
measures the maximum possible exchange risk. Similarly, 
under a régime of inconvertible currencies the spread 
between forward and spot will never exceed the margin 
of probable exchange fluctuation upward or downward. 
So much for the purely commercial side of the forward 
market. The introduction of the speculative element 
alters the foregoing conclusion only inasmuch as it is 
then no longer the “relationship between the commercial 
supply and demand, but the relationship between the 
aggregate of the commercial and speculative supply and 
demand for forward exchange which determines the 
position of the forward rate. 

Now consider how the situation is modified when one 
brings the theoretical picture of the forward market 
nearer to reality by taking into account one other source 
of supply and demand of “forward exchange, the arbitra- 
geurs. These latter will enter the market to buy forward 
exchange whenever an increase in the commercial, and/or 
speculative, supply of forward exchange drives the 
forward rate to a discount on spot; and conversely, 
trey will offer forward exchange to the market whenever 

the forward rate is at a premium over spot. They do 
this, because by buying forward at a discount or selling 
it at a premium while covering their purchases or sales 
of forward exchange with equal and simultaneous sales 
or purchases of spot exchange, they pocket the difference 
between the dearer and the cheaper type of exchange 
without running any risks. But if this is so, forward 
should always tend to parity with spot, which it obviously 
does not. The reason, of course, is that these arbitrage 
transactions of buying forward and selling spot or vice 
versa involve a transfer of funds from one market to 
another, and hence are dependent for their profitability 
on the interest rate relationship between the two markets 
concerned. Thus when an arbitrageur buys spot francs 
against a sale of three months forward francs he is in 
effect investing his funds in Paris for three months. 
Conversely, when he sells spot francs against a purchase 
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of forward francs he is borrowing from Paris or transferring 
a part of his Paris balance to London for three months. 

It is clear, therefore, that arbitrage in forward and 
spot exchange is only unconditionally profitable when 
foreign and domestic rates rule at the same level; 
and hence that under these conditions the action 
of arbitrageurs will always tend to eliminate any 
spread between spot and forward, whatever the relation- 
ship of the commercial and speculative supply and 
demand. Similarly, it is clear that whenever foreign 
money rates rise above domestic money rates, thereby 
inducing interest arbitrage in the form of purchases of 
spot against sales of forward exchange, the forward rate 
will fall to that discount on spot which, calculated as a 
percentage per annum, just equals the interest rate 
differential. For as soon as a continuation of the demand 
for spot, accompanied by an equal supply of forward 
exchange, widens the spread beyond this point, arbitra- 
geurs would find it profitable to reverse their operations 
and to sell spot and buy forward. Having grasped this, 
it will not be difficult to see that in the opposite case of 
a higher level of domestic money rates, the forward rate 
will always tend to that premium over spot which, 
calculated as a percentage per annum, just equals the 
interest rate differential. 

With the foregoing in mind it should now be possible 
to obtain a clearer understanding of the meaning of 
Mr. Keynes’ suggestion for Central Bank dealings in 
forward exchange as a method of defending the exchange 
against the disturbing effects of temporary disequilibria 
in the balance of payments. Suppose a seasonal deficit 
in the balance of trade makes itself felt in pressure on 
sterling which the Bank desires to counteract without 
having recourse to discount policy. Suppose, furthermore, 
that foreign and domestic money rates rule at the same 
level, so that the forward rate tends to parity with the 
spot rate. What can the Bank do by operating in the 
forward market to check or offset the exchange move- 
ment? The answer would seem to be that it must 
establish a discount on forward which will induce 
arbitragcurs to buy forward and sell spot, thereby causing 
a movement of funds in the opposite direction from that 
which is depressing the exchange. If it does this (by 
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offering to sell foreign currencies forward at this discount 
or by offering to buy its own currency forward at the 
corresponding premium), it has in effect established what 
Mr. Keynes wants it to establish: “an effective bank 
rate for foreign transactions different from the rate for 
domestic transactions.’’ For it is, of course, perfectly 
permissible to view the discount on forward exchange at 
a time of identical money rates at home and abroad as 
an interest rate differential in favour of London. 

Similarly, if the exchange weakness were due to an 
outflow of funds to a foreign centre with a temporarily 
higher level of money rates, in which case forward ex- 
change would tend to be at a discount against spot, the 
Central Bank would have to offer to sell forward exchange 
at a discount not only greater than that prevailing in 
the market but greater than the interest rate differential 
between the two markets. Arbitrageurs would then 
again begin to buy forward against sales of spot, thus 
offsetting the pressure on the exchange of the original 
capital outflow. 

It is clear, however, that this new method is not 
without its disadvantages and dangers, as it involves the 
Central Bank in what is, after all, pure exchange specula- 
tion. For obviously the Bank will have to leave its sales or 
purchases of forward exchange wncovered. Thisis easy to 
see since by refusing to do so the Bank would defeat its 
own ends. Not only would it inevitably lose money on the 
double transaction of selling forward at an uneconomic 
discount against covering purchases of spot but also the net 
effect of such purchases would simply be to neutralise the 
steadying influence on the exchange of the arbitrageurs’ 
sales of spot, which the Bank tries to stimulate by its 
offer to sell forward at a discount greater than the 
interest rate differential. The Central Bank would in 
effect be sending back to the foreign market the same 
balances which it had induced arbitrageurs to withdraw 
from this market. 

In view of the speculative nature of the new technique 
suggested by Mr. Keynes, special importance attaches to 
his warning that it must only be applied when there is 
reasonable assurance that the exchange weakness which 
it is to cure is only of a temporary nature. This leads to 
two considerations. First, if the usefulness of the new 
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method is thus limited to the correction of balance of 
payment disequilibria which may be expected to work 
themselves out within a relatively short time, may not 
the speculative action of the exchange market itself be 
trusted to provide at least part of the necessary correc- 
tion? Secondly, and more important, would not, under 
these circumstances, direct support by the Central Bank 
of the spot exchange on its own and foreign markets 
prove a more direct and less dangerous ‘method of 
defending the exchange ? 


The Exchange Equalisation 
Account’s New Tactics 
By Paul Einzig 


HEN in April, 1932, Mr. Neville Chamberlain 
\X/ announced the establishment of the Exchange 
Equalisation Account, nobody would have dared 
to foretell that this institution would be still in existence 
in four years’ time. It was considered as an essentially 
temporary arrangement which was to disappear after the 
stabilisation of sterling, stabilisation which itself was not 
expected to be delayed for more than a few months, or 
perhaps a year or two at most. Now the Exchange 
Equalisation Account has been in existence for four years, 
and a forecast according to which it would exist for at 
least a similar period would not sound altogether in- 
credible. For there is as yet no indication of any 
possibility of a return to the gold standard within the 
next year or two, and it may safely be taken for granted 
that the Exchange Equalisation Account will remain in 
existence at least until the legal stabilisation of sterling. 
The saying, Ce n’est que le temporaire qui dure, pata- 
doxical as it sounds, receives from time to time confirma- 
tion also outside the frontiers of its country of origin. 
The temporary arrangement has come to be regarded as 
an integral part of the financial system of this country—a 
typical British institution which, within an amazingly 
short time has developed traditions of its own. What is 
more important, it has developed a technique that 
inspires horror among speculators all over the world. 
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It was not easy for those responsible for the manage- 
ment of the Exchange Equalisation Account to get over 
their initial difficulties. As is well known, while the 
general outlines of the policy pursued by the Exchange 
Equalisation Account are determined in Whitehall, its 
execution is left entirely in the hands of the Bank of 
England. The experience of that institution in foreign 
exchange dealing is very recent. While it is second to 
none regarding its experience in handling the discount 
market, in the foreign exchange market it was a novice 
as recently as a few years ago. Prior to 1931 its foreign 
exchange operations were confined to the execution of 
orders received from its clients, foreign central banks 
and others. During the period of post-war stability, when 
foreign exchange transactions on account of Continental 
neutral banks tended to increase in frequency and volume, 
the Bank reluctantly decided to establish a foreign 
exchange department. The Government itself transacted 
its foreign exchange business in connection with war 
debt payments, etc., through other channels. The 
Bank’s foreign exchange department was an entirely 
passive factor in the market. Given these facts it was 
inevitable that, when the Bank was called upon to take 
charge of the control of sterling, its lack of experience 
placed it at a disadvantage in the market. Time after 
time the ‘‘ control ”’ was caught out by dealers of superior 
experience. The technical mistakes it made were subject 
to much criticism. 

All this is, however, past history. Those in charge 
of the Exchange Equalisation Account have certainly 
learnt a great deal through trial and error during the last 
few years. The mildly contemptuous and patronising 
tone with which the “ control’ was spoken of in dealers’ 
rooms a few years ago has gradually changed into a tone 
of respect mingled with fear. More often than not dealers 
are afraid of committing themselves nowadays. They are 
aware that they are at the mercy of the “ control,’”’ which 
might frustrate their plans at a moment’s notice. Indeed, 
the “‘ control ”’ knows nowadays what it is doing, and how 
to do it to the best advantage. What is more it is 
becoming increasingly difficult to ascertain what exactly 
the “control”’ is doing. Until comparatively recently 
the ascertainment of the presence of the Exchange 
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Equalisation Account, and of the extent of its operations, 
was regarded as an exact science. Not so nowadays. 
Especially during the last few months the “ control” 
has often escaped attention, either by operating through 
the gold market or by operating abroad. On more than 
one occasion recently the amount of gold withdrawals 
announced by the Bank of France took the market 
completely by surprise; it was considerably in excess of 
the figure which was considered to be the extent of official 
support to the franc in the three leading centres. 

The extent to which the tactics of the Exchange 
Equalisation Account has been improved is characterised 
by the skill with which the habit of week-end speculation 
against the franc has been discouraged. Owing to the 
wide discount on forward francs, bear operations have 
become almost prohibitive, unless the sales are made for 
quite short periods. And since every devaluation or 
suspension of the gold standard during the last five years 
has been carried out over the week-end, many speculators 
find it worth their while to go short from Friday to Tuesday, 
in case the great event happens on that particular week- 
end. To discourage this practice the “ control ”’ allowed 
the franc to depreciate on Friday, while it moved the peg 
in favour of France on Monday. As a result the transac- 
tions proved to be more expensive than had been expected, 
and the lesson deterred many a speculator from pursuing 
the practice. 

There is only one point in respect of which the 
Exchange Equalisation Account refuses to avail itself of 
the weapons at its disposal. It abstains from operating 
in forward exchanges, even though such operations would 
provide a good scope for the display of its technical 
superiority. But, as we remarked earlier in this article, 
the Exchange Equalisation Account, during its brief 
existence, has developed traditions of its own. And it 
would not be a typically British institution if it did not 
consider itself bound by those traditions. Nevertheless, 
one day practical necessity may conceivably induce the 
authorities to overcome this self-imposed restriction. 
After all, more than one well-established tradition has 
had to be discarded or suspended during recent years 
under the pressure of practical considerations. 





Credit Control 
By C. Ralph Curtis 


T has been suggested from time to time that it would 
] be in the interests both of the banks and of the 
general public—to say nothing of the Bank of England 
and the Treasury—if some system could be devised to 
control the amount of credit granted not only to individual 
firms, but to industries and countries. 

With regard to the banking credits which have been 
granted to foreign countries, the monthly figures which 
are voluntarily returned to the Bank of England by all 
the banks do, indeed, give the Bank some opportunity 
for dropping a hint, where necessary, if they find from 
these figures that credits to any one country are reaching 
unwieldy figures. With regard to individual firms and 
individual trades and industries no such control exists 
and it is the purport of this article to show how it could 
be done in such a way as to preserve the secrecy of each 
firm’s operations whilst at the same time providing the 
Bank of England with total figures which, unless I am 
much mistaken, they would welcome very gladly. 

With regard to this point reference was made in the 
speeches of some of the bank chairmen at their annual 
meetings at the beginning of this year to the hope of a 
closer co-operation between the Bank of England and 
the Clearing Banks. The underlying meaning of such 
expressions of opinion was undoubtedly the desire that 
the Bank of England should give direct enlightenment to 
the banks at least, if not to the general public, as to the 
end towards which the Bank is striving when its monetary 
policy is changed from time to time, rather than to leave 
it to the banks to discover by inference what is intended. 

It is true that the Bank of England, by the issuing 
of its monthly statistical summary and by the alterations 
in its weekly statement, has given some indications as 
to its movements, but it must be remembered that the 
Governor has to work out his policy in the light of experi- 
ence gained and in the light, too, of the available statistics. 

One sentence from the speech of Mr. McKenna on 
January 29 is significant : ‘‘ Nowadays the authorities 
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have most of the statistical and other data on which to 
form a judgment on monetary needs and in our own 
country at least the banking machinery for giving effect 
to that decision is fully dev eloped.” 

I doubt if the statisticians and economists of the 
Bank of England would be in entire agreement with the 
first part of Mr. McKenna’s pronouncement and it does 
appear that in the need of the Bank for more statistical 
information and the need of all the commercial banks 
for some means of controlling individual credit, the germ 
of a combined scheme can lie. 

With regard to the problem of individual credit 
control it must be admitted that in very many cases 
where a big firm has got into difficulties, especially on the 
Continent, it has come out that either directly or in- 
directly the firm in question has been obtaining credits 
by way of acceptances, cash advances, overdrafts or 
other means from a number of different financial institu- 
tions each of them unbeknown to the other. It is true 
that the balance sheets ought to have revealed such a 
state of affairs, but somehow they have not always con- 
veyed the full extent of the liabilities involved. 

Particularly glaring examples of this type of confusion 
arose in the cases of the “ Sicmat ”’ failure in Italy, and 
that of the “‘ Nordwoll”’ in Germany, both textile 
concerns. It is probable in each case that the firms giving 
credit knew that some others were doing the same, but 
it is safe to assume that the total extent or the type of the 
credits granted was not known, otherwise greater care 
would have been exercised in extending commitments. 

The solution seems, in principle at least, to be an 
obvious one. An independent clearing establishment 
could be formed supported, like the bankers’ clearing 
house and the stock exchange clearing, by subscription 
from all the banks involved. As I see it, the reason w hy 
this has not been done previously has been on account 
of the fact that the banks, especially the acceptance 
houses, have been reluctant to trust such intimate 
details as to their operations to any outside body. It is 
almost incredible how easily information does leak out 
from time to time, and before participating in such a 
venture, the banks would have to be assured first that 
leakage of information was impossible and_ secondly 
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that the Bank of England would not make use of such an 
institution to demand details of which it is not at present 
in possession, and which the banks are unwilling should 
be furnished. 

In most cases when the broad principles of an idea 
have been worked out and agreed upon, the detailed 
manner in which those principles are eventually carried 
into practice do not affect the scheme. In this particular 
instance, however, it is the practice rather than the 
principle which would appear to be at issue. 

The question of secrecy can be solved by the appoint- 
ment of one senior officer in charge of the organisation at 
a salary which would place him above the temptation to 
talk, and by the fixing by personal contact between 
himself and the responsible heads of each bank of a code 
number for each bank, such code number being known to 
him alone and to no other member of his staff. 

So far I am aware that there is little that is new in 
my suggestions, but the kernel of my proposals comes 
with the machinery which I suggest should be used to 
carry these ideas into effect. 

I suggest that the punched card system be adopted. 
I am fully aware that I shall be accused of using a steam- 
hammer to crack a nut, but I put this particular 
suggestion forward because of the possibility which I 
foreshadowed in the early part of this article of combining 
with the credit control for the banks, the provisions of 
statistics, such as those for the total credits afforded to 
individual trades, or the total credit risks in each country, 
and many others which will be obvious when my plan is 
considered, and which could be furnished by such a 
clearing house to the Bank of England or to individual 
banks on demand without violating the secrecy of 
individual operations. 

One of the advantages of using the punched card 
system would be that the expenses of such an institution 
could be reduced to a very small figure if the cards were 
punched in the banks concerned. “It would be an easy 
matter for each bank to provide itself with a punch and a 
girl to operate it and to punch the required details on to 
such a card as soon as they are available, sending the 
card so punched to the credit clearing house for com- 


pletion. 
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I suggest that a card form similar to that shown in the 
accompanying illustration could be used. Those of my 
readers who are familiar with the punched card system will 
probably exclaim at the waste of columns which I have 
advocated in allotting six columns for each of the date 
fields. I have done this deliberately as it is, unfortunately, 
impossible to compress the data required within the 
confines of the smaller twenty-six column card used 
with the “ baby” installation, although it may be 
possible to use the smaller apparatus in the near future 
with a thirty-six column card in which case the date 
columns will be compressed. 

I have stated above that the cards would have to be 
sent to the credit clearing house for completion. They 
could not be completed in the banks owing to the fact 
that it would be impossible for each individual bank to 
allot the code numbers for the customer. His name and 
address would have to be written or typed on the top 
of the card and the requisite code number punched in 
at the clearing house. 

It will be noticed that I have allotted six columns for 
the “‘ trade or industry.’”’ This is to facilitate rapidity 
in sorting. The first two columns would correspond to 
twenty or so major divisions of industry, e.g. heavy 
industries, textiles, finance, etc. (such as the thirteen 
headings given in the appendix to the Macmillan Report), 
whilst the next two would refer to the actual trades 
within that general heading, e.g. steel, wool, shipbuilding, 
etc., whilst the last two refer to the specific processes 
carried on, e.g. tube manufactures, weaving, building of 
tankers, etc. These sub-divisions would render a detailed 
sort over the whole six columns unnecessary unless very 
specific data were required. Most of these divisions and 
sub-divisions could be laid down in advance and the code 
numbers furnished to each bank, but as new sub-divisions 
of the third category would inevitably arise from time 
to time, a telephone call to the clearing house from the 
bank concerned would ensure that the new sub-division 
was given a code number. Such new code numbers 
would, of course, be circulated week by week to the 
banks. 

The columns for type of credit should be self-explana- 
tory cash advance against security, clean cash credit, 
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confirmed credit, acceptance credit, documentary credit, 
etc., etc. 

The columns for duration and due date require, 
perhaps, some a The duration will be calcu- 
lated in months. This will be useful in estimating, for 
example, how many three months’ bills are in existence 
or how many credits have been granted for periods of 
twelve months or over. The due date column would be 
useful to the Bank of England in conjunction with the 
country columns as thereby an analysis of our commit- 
ments in each country could be compiled in order of 
date, thus enabling an eye to be kept to the future. 
For the benefit of those bankers who still fear for the 
secrecy of their own operations, it should be explained 
that the tabulators do not necessarily print all the 
information which is on the cards and that it would be 
an easy matter to ensure that on all analyses sent to the 
Bank of England the code number of the banks should 
be left out. 

It will have been noticed that the field for the 
“country ”’ has been placed before that for the customer. 
This is deliberate because the cards will be stored in files 
under countries, with the customers either in numerical 
or in alphabetical order inside the country groups. This 
again is for convenience in sorting as, for example, i 
will merely be necessary to put the batch of cards repre- 
senting the countries on to the sorter separately, and to 
sort under “ type ”’ to obtain a tabulation as to the type 
of risk in existence in each country. 

The banks who would be paying for this service 
would naturally be more concerned with the question of 
individual credit control than with the provision of 
statistics. For them it would be a simple matter to 
telephone the clearing house before granting any fresh 
credits to inquire if the customer concerned has any 
credits outstanding and if so of what type and to what 
total amount. 

I venture to suggest, furthermore, that the statistics 
themselves could be of very great assistance to the 
banks in that their decision as to whenever a certain 
credit should or should not be granted might depend, 
not upon the credentials of the individual borrower, but 
on the total figure of credit outstanding for that particu- 
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lar industry in that particular country. The bank in 
question might well decide, on the one hand, that in 
spite of the excellent credentials of an individual borrower, 
the industry which he represents is already in receipt of 
too heavy a burden of credit, whilst, on the other hand, 
they might take a risk with a less well established borrower 
in a trade which is so far comparatively free from debt. 

Such figures could be run off on the tabulator in a few 
minutes. 

The cost of such a scheme would be infinitesimal 
compared with the results obtained, and the annual 
charge to the banks concerned need never be greater 
than a few hundred pounds each. 

Working on a basis of half a million customers 
changing four times yearly, i.e. 2,000,000 cards, the 
whole of the work, including all the punching (presuppos- 
ing that the banks did not punch their own cards, but 
furnished the information instead) could be carried out 
with a staff of two men and, say, eight girls. The initial 
outlay for machines, etc., would not be more than £2,500, 
and the annual cost, including salaries, wages, rent, card 
costs, etc., would be not more than from £6,000 to 
£7,500, which, divided up amongst forty banks, amounts 
to the ridiculous sum of £200 to £250 per annum each. 


The Foreign Branch and the 
Balance Sheet 


By W. W. Syrett 
7 & activities of the Foreign Branch of a joint 


stock bank find their reflection in the balance 

sheet in a manner which is not always obvious; 
some of the engagements entered into in connection 
with the foreign trade of this country give rise to separate 
items, but others, more particularly sight assets with 
banks abroad and liabilities to them, are not segregated. 
I therefore propose to examine the accounts of the 
Foreign Branch, the manner in which typical liabilities 
and assets arise, and the extent of their final disclosure 
in the general balance sheet of the bank at the end 
of each half-year, 
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Bills for Collection Inwards. 

Bills of Exchange drawn on or from places abroad 
reach the Foreign Bills Department in a number of 
forms. Some will be sent to arrive on or before due date 
for collection for the credit of foreign banks: these are 
usually drawn in sterling, and they are credited to the 
sterling account of the bank remitting them and thus go 
to increase the balances of current accounts. Any 
imports into Great Britain which give rise to “ Foreign 
Bills for Collection Inwards”’ thus tend to increase the 
disposable balances held in the names of foreign banks. 
Such balances are usually immediately drawn off by 
exchange operations, and there is thus here no obvious 
index in British banking accounts, of any rise or fall in 
these imports. 


Discount of Sterling Bills. 

In connection with British exports, bills will be 
drawn and offered by customers to the Foreign Branch 
for negotiation or collection. When they are drawn in 
sterling, they are purchased according to any exchange 
clause embodied in them; if they contain no such 
clause, a deduction is made for interest (really Bankers’ 
Discount) and appropriate charges; the net effect in 
either case is a payment by the foreign drawee of more 
than the amount realised by the British drawer. The 
book-keeping involved is a credit to the drawer, a credit 
to Discount Account (which goes eventually to Profit) 
and a debit of the principal sum to an asset account 
under the heading of Bills of Exchange. One or two 
banks divide the total of outstanding bills held by them 
into three classes: (1) Treasury Bills; (2) Bills Domiciled 
in England; and (3) Bills on Colonial and Foreign places. 
The general practice, however, is to class foreign with 
inland domiciles, thus making it impossible to dis- 
tinguish what part, if any, of the assets are in this 
form. 


Currency Bills Purchased. 

Where a bill drawn in foreign currency is negotiated, 
a similar accounting method is usually employed. The 
interest (i.e. discount) charged is masked in the “ Long ”’ 
or “ Tel Quel”’ exchange rate at which the bill is nego- 
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tiated for the customer’s credit, but the principal sum 
involved will finally be charged to the bills the bank holds 
and will thus be included in the “ Bills’”’ asset already 
mentioned. Included in the same total may justifiably 
appear the sight drafts (thus including cheques) expressed 
in foreign money which have been purchased prior to the 
end of the half-year, but which have not been effectively 
paid at that date. It will be observed that the ‘‘ Cheques 
in Course of Collection’”’ asset in the average balance 
sheet expressly limits that item to cheques drawn on 
inland places, and cheques on foreign towns thus find 
their rightful place elsewhere. In the case of cheques on 
the nearer Continental centres, on the other hand, the 
debit is more usually direct to the relative “ Nostro”’ 
account (explained later) as the time involved in transit 
is so short that the interest lost is small; it will, in fact, 
be allowed for in the “ Turn in the rate” which the 
dealer exacts to cover the bank’s expenses and profit. 


Bills for Collection Outwards. 


An unfortunate feature of current international trade 
is the delay by individual foreign debtors in payment, 
and delay in obtaining the official permit in countries 
where laws are in force restricting exchange transfers. 
Where either of these are likely to occur or where the 
credit standing of the customer does not warrant the 
purchase of his instruments, bills and cheques are not 
purchased, but are sent for collection; under such 
circumstances the customer does not receive his funds 
until the bank has cleared the cheque or bill in the 
foreign town on which it is drawn and received advice 
from the foreign collecting agent which conveys the 
clear title to dispose freely (as “‘ Free ’’ exchange) of the 
amount involved. Some diversity of opinion exists in 
accounting circles as to whether the bank should create a 
supposed liability to the customer against the bank’s 
“asset ’’ in the instrument. This is contrary to first 
principles, as the bank acts merely as agent for collection, 
which position is usually made clear in the bank’s Foreign 
Bill Lodgment form. That form incorporates a clause 
by which the customer even undertakes the credit risk 
of the foreign agent employed, and thus lodgment of the 
bill should give rise to no entries in accounts. 








136 THE BANKER 





Foreign Notes. 

Bank-notes and coin of various countries are held by 
the Foreign Note cashiers for sale to customers intending 
to travel, and the maintenance of this essential service 
involves a small outlay of the bank’s funds. Such 
currencies are not included in the “ Cash ”’ shown in the 
balance sheet; they are, quite rightly, covered against 
the risk of loss by depreciation of the currencies, by 
being added to the dealers “ position,” that is the balance 
overbought or oversold in the moneys of each country 
in which the whole engagements of the Foreign Branch 
involve the bank. They are thus computed with the 
Nostro accounts, which are considered next. 


Nostro Accounts. 

The bank will keep an account in every foreign 
country, the currency of which is normally inquired for 
by customers owing debts expressed in that form, and 
offered for sale to the bank by other customers who 
export goods to, or perform services for, debtors in those 
countries. These foreign currency accounts are referred 
to as “‘ Nostro”’ (our) accounts. Any credit balance 
on an account of this nature will be shown in the British 
bank’s books as a debit or overdrawn balance of the 
equivalent sterling value at the rate of exchange on the 
accounting day. Included in this asset will be the items 
in transit previously purchased, if the country concerned 
is geographically near to us, and the balance of notes 
of the country held by the note cashiers. The inclusion 
in the total (in currency) of forward commitments will 
show the auditor that the balance over- or under- sold 
is not large enough to involve the bank in a risk of loss 
arising from exchange fluctuations. Any increase in 
foreign trade will lead to an increased turnover on Nostro 
accounts, as will in fact activity of a purely financial 
nature, but will not greatly affect the balances held 
abroad by a British bank. Here again, we find no 
reflection of the activity of foreign trade. The over- 
drawn (sterling) balances of Nostro accounts are included 

1 ““ Advances to customers and other accounts,”’ except 
in one case where a sub-total is made of them. 


Loro Accounts. 
The Foreign Department accepts deposits in foreign 
currencies from home customers; these are known as 








THE FOREIGN BRANCH 137 


) 


‘““ Loro ’’ accounts to distinguish them from the “ Nostro 
accounts, the balances of which are the bank’s own 
property. Loro account balances are actually held in 
the relative foreign centre as part of the Nostro balance 
of the British bank. in the name of the latter; they 
will thus be able to maintain accounts which are valuable 
to foreign correspondents, though themselves holding 
very small balances in foreign currency. The balances 
due to customers on Loro account are a liability repay- 
able on demand, and are usually entered in sterling 
ledgers at a nominal rate of exchange. Practice on this 
point differs between different banks, but they have this 
in common—on balance day they measure their liabilities 
by conv ersion of Loro currencies into sterling at current 
exchange rates, and include the liability they are under 
to their own customers with their total ‘ ‘ Deposits and 
Current Accounts.”’ 

Overdrawn Loro accounts are referred to later under 
“Swap and Deposit.”’ 


Forward Contracts. 

A further important facility offered by the Foreign 
Branch is the provision for covering customers’ future 
commitments in foreign currencies. It is usual for such 
liabilities to be recorded in the books as contra accounts. 
Where a bank sells to a customer, the bank is considered 
liable to deliver the relative foreign currency on maturity 
of the contract—on the other hand the customer has 
undertaken to pay sterling on that date. In the case of 
the bank’s purchases the reverse position arises. Thus 
it is not unusual for the totals of forward contracts to be 
included in “‘ Endorsements, Guarantees and Obliga- 
tions,’ a corresponding total in the assets being included 

‘Customers liabilities as per contra.” 

There is, however, an alternative method. Where a 
bank buys or sells forward, neither currency nor sterling is 
delivered until the date arranged. In the extreme case 
of a customer’s failure the bank would be able to “ Shut 
out ’’ a transaction at current rates of exchange, showing 
a margin of loss or profit according to the fluctuation of 
rates. This margin is, under normal circumstances, very 
small by comparison with the sterling sum nominally 
involved; as contracts with customers off-set against 
each other, sales against purchasers, or are married with 
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forward deals done in the market with other banks, the 
risk of loss to any particular bank is very remote. At 
least one clearing bank, therefore contents itself by 
omitting forwards from its “‘ Engagements,” and gives 
the totals in a side heading in the balance sheet. 

Credits. 

Credits opened by the Foreign Department give an 
important indication of the state of foreign trade. They 
may be placed in three classes according to the trade 
covered as follows :— 

British Imports: “‘ Outwards Credits’’ are opened 
by importers in this country in order to finance goods 
bought abroad, and usually as a step in the performance 
of a contract for sale of goods. 

British Exports: (a) “ Inwards Credits ’’ are opened 
by banks abroad through the Foreign Department of 
the British banks in order to provide the means for 
payment for British goods purchased by customers of the 
Foreign bank. 

(6) ‘‘ Exporters’ Credits ’’—where the foreign importer 
cannot or will not open a credit, the British exporter 
may open a credit with his own bank here, giving his 
trade bills as security; such “ Lien Bills’’ are collected 
in the usual manner and the proceeds used to liquidate 
the exporter’s liabilities on acceptances given to him 
by his bank. This is not nearly so common as (a) above. 

World trade, not necessarily involving our ports, 
may be financed by credits opened in London by foreign 
banks, i.e. of the importing country, in favour of 
exporters in other foreign countries. Indian jute sold 
to the continent is largely financed by such “ London 
Reimbursement Credits.” 

When the Foreign Department opens a credit of the 
‘“ Confirmed” type they enter into an irrevocable con- 
tract with some party, not usually their own customer, 
by which an engagement is entered into, against which 
the customer or foreign bank is liable to the British 
bank for an equivalent amount. The total liability is 
shown in the balance sheet as ‘‘ Confirmed Credits.”’ 


Acceptances under Credit. 
Bills of exchange accepted under confirmed or 
unconfirmed credits represent an irrevocable undertaking 








an 
ley 
de 


ed 
ds 
ce 


ed 
of 
or 
he 





THE FOREIGN BRANCH 139 










by the bank to pay a fixed sum at a definite future time. 
The total of ‘“‘ Acceptances ”’ is usually included in one 
item in the balance sheet with the confirmed credits. 
-On the other hand, the customer for whose account the 
liability arises, remains liable to the bank, and there is 
thus a contra in assets showing the same total. 

Any increase or decrease in the foreign trade of the 
country is inevitably shown in the total of “ Confirmed 
Credits and Acceptances’ at the end of the half-year ; 
hence the reference to this important item by the Chair- 
man at the Annual General Meeting of Barclays Bank. 
Not only is the turnover accentuated by increased 
foreign trade, but the balance at any time will be 

increased, and provide the only clear index of foreign 
trade to be found in the balance sheet. 



















“ Swap and Deposit’ and “ Swap and Investment.” 
A loan or overdraft on Loro account can be covered 
in one of two ways 
(a) by lending to the borrowing customer, funds 
deposited in the same currency by others ; 

(b) by a market “ Swap.” 

Since a demand for advances in this form rarely 
comes singly, it will usually arise at a time when currency 
balances of customers are low, and the bank has no 
alternative but to buy spot for the customer’s amount, 
against an equivalent sale forward. This is the second 
of the methods just mentioned and dealers term it 
“a swap.” As far as the balance sheet is concerned 
the operation is the same as a “ Swap and Deposit ”’ 
undertaken by the bank in order to earn a higher return 
abroad than is obtainable at home. Such an operation 
will give rise to an increase in the bank’s assets held in 
foreign currencies, i.e. the Nostro balances, and a corres- 
ponding rise in the total of Forward Exchange commit- 
ments. The operation would not be distinguishable in the 
balance sheets of British banks. 






























Proportions. 

It has been shown that the bank’s holdings of foreign 
currency balances are entered, not separately, but in the 
total of ‘“‘ Advances and other accounts ”’ of which they 
form part. Any tendency to hold large balances abroad 
M 
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will thus increase the percentage of advances to liabilities 
and limit the funds available for domestic business: 
perhaps it would be more in line with current conditions 
to say ‘’ Remuneratively employ a larger part of the 
bank’s assets.’’ Where the proportions of assets are 
calculated as a percentage of “ Current and Deposit 
Accounts’ they are not disturbed by an increase or 
decrease in Credits, Acceptances, Forward Exchange or 
Bills for collection. Where the basis of calculation is the 
total of all liabilities, an increase in foreign trade is shown 
by a rise in the percentage of “‘ Customers Liabilities to 
the Bank” for engagements of those types, though 
forward exchange will only be included in some balance 
sheets and not in all. In any case we should see an 
increase of bills accepted, though this is only indicative 
of a general improvement in trade unless foreign bills 
are shown separately. 

It will be readily seen that if British banks “ borrow 
short and lend long” abroad, as occurred in 1931, no 
indication will appear in balance sheets. 

This is an argument in favour of a more detailed 
analysis of British bank balance sheets, but there is 
much to be said in favour of imparting this information 
in confidence to the authorities, and not of making it 
public in the banks’ accounts. 


Appointments and Retirements 


Bank of England 


At the Bank Courts held at the end of March, the 
changes announced last December formally took effect. 
Mr. Montagu Norman enters upon his seventeenth year 
of office, while Mr. B. G. Catterns succeeds Sir Ernest 
Harvey as Deputy-Governor. The three new directors, 
Mr. D. G. M. Bernard, Mr. Laurence Cadbury, and Mr. 
T. C. Hanbury-Williams have also been duly elected. 
Details of these appointments appeared in previous issues 
of THE BANKER but it may be permissible to refer once 
more to the gap that Sir Ernest Harvey leaves behind 
him, and to say how fortunate the City is to find it filled 
by some one so able and courteous as Mr. B. G. Catterns. 
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Bankers’ Clearing House 

Mr. J. W. Beaumont Pease, Chairman of Lloyds 
Bank, Ltd., has been elected Chairman of the Committee 
of London Clearing Bankers for the ensuing year. Mr. 
Colin F. Campbell, Chairman of the National Provincial 
Bank, Ltd., has been elected Deputy-Chairman. 


Midland Bank 

The Midland Bank, Ltd., announces that Mr. Thomas 
Greenwell, formerly an Assistant General Manager, has 
been appointed a Joint General Manager. 

Mr. Greenwell was born at Gateshead in 1883, and 
educated at the Royal Grammar School, Newcastle-on- 
Tyne. He entered the Grainger Street Branch of the 
Midland Bank in 1899. Under the influence of his 
Manager, the late Mr. R. W. Taylor, who subsequently 
became a Joint General Manager of the Bank, he early 
appreciated the importance of technical training, and 
obtained his Institute of Bankers’ Certificate before he 
was 20. (Incidentally the number of the Certificate is 
100.) Owing to the development of the business at 
Newcastle, in 1908 a Branch was opened at Mosley Street, 
more in the commercial centre of the city, with Mr. 
Taylor as Manager, and Mr. Greenwell went there as 
acting Accountant, becoming Assistant Manager in 1920. 
He was a member of the Grand Committee of the Midland 
Bank Staff Association from its inception in 1919, and 
formed one of the first deputations from that Committee 
to the Directors of the Bank. Mr. Greenwell was also 
Honorary Treasurer to the newly-formed Newcastle 
Centre of the Institute of Bankers, both of which positions 
he retained until his transfer in February, 1921, to Dale 
Street, Liverpool Branch, as Assistant Manager. At 
Liverpool he was a member of the Council of the Liverpool 
and District Bankers’ Institute. 

Mr. Greenwell came to London in 1925 on his appoint- 
ment as General Manager’s Assistant, and was appointed 
Assistant General Manager in 1928. He was for a time 
in charge of brokers’ loans at the head office, and was, 
therefore, in close touch with the money market. He 
has been a member of the Committee of Management of 
the Midland Bank Mutual Provident and Widows’ Fund 
since 1925, and of late years, a Trustee and member of 

M 2 
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the Finance Sub-Committee. He is also a Trustee and 
member of the Committee of the Midland Bank Insurance 
Society (National Health Insurance), a Trustee of the 
Midland Bank Messengers’ Mutual Pension Fund for 
Widows and Vice-President of the Bank’s Dramatic, 
Rugby, Swimming and Horticultural Societies. 


Bank of New Zealand 

Sir George Elliot has been elected Chairman of the 
Board of the Bank of New Zealand for the ensuing year. 
Sir George held the office of Chairman from 1922 to 1931, 
and was also associated with the London Board. during 
his visit to England in 1935. 


District Bank 

Lord Balfour of Burleigh has been appointed a Director 
of the District Bank. He is Chairman of the London 
Board of the Australian Mutual Provident Society, and 
is also a Director of the Standard Bank of South Africa, 
the National Bank of New Zealand, and the Rio Claro 
Investment Trust. 


National Bank of Scotland 

The National Bank of Scotland, Ltd., announces the 
retirement of Mr. A. N. McLeod, Superintendent of 
Branches, after long and valued service. Mr. John 
Allen Brown, Chief Inspector, has been appointed to 
succeed Mr. McLeod as Superintendent of Branches. 
Mr. Edward Francis Spaven becomes Chief Inspector, 
and Mr. Archibald Alexander Bremner, of the Inspectors’ 
Department, has been made Inspector of Branches with 
authority to sign official documents “ fro General 
Manager.” 

Mr. A. N. McLeod began his banking career at the 
head office of the National Bank of Scotland, and entered 
the Inspectors’ Department in 1907. He was appointed 
Inspector of Branches in 1916, and has held the office 
of Superintendent since 1927. In his youth he qualified 
as a member of the Institute of Bankers in Scotland (with 
honours), and later became a member of their Council. 
Mr. McLeod’s interests are many and varied, including a 
wide and cultured acquaintance with the world of letters 
and the arts. His devotion to the affairs of George 
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Watson's College, of which he was a pupil, was recognised 
in 1935 in his selection for the presidency of the Watsonian 
Club. 

Mr. J. A. Brown, the new Superintendent of Branches, 
is a native of Selkirk, where he began his banking career. 
After gaining further experience in Dundee, Edinburgh 
and Glasgow offices, he was transferred in 1921 to the 
Inspectors’ Department. He was appointed Chief 
Inspector in 1929. Mr. Brown was prizeman in both 
the Associates and Members’ examinations of the Institute 
of Bankers in Scotland, and is at present on the council 
of the Institute. 

Mr. E. F. Spaven, who succeeds Mr. Brown as Chief 
Inspector, is an Edinburgh man with Border connections. 
He began his banking career at Leith, and has continued 
to work in the Edinburgh district. He was appointed to 
the Inspectors’ Department in 1927, and in 1931 reached 
official rank as Inspector of Branches. 

Mr. A. A. Bremner, who has been given the status of 
Inspector of Branches, entered the Bank at Largo. He 
also served at Aberdeen and Stirling before being trans- 
ferred to the Inspectors’ Department in 1926. 


American Banking 


By a Correspondent 


EVELOPMENTS in the American money market 
D in March were dominated by the tax-date financing 
of the Treasury which involved the issuance of 
$1,224 millions of 2? per cent. 12-year bonds and 
$677 millions of 14 per cent. 5-year notes. Of the total, 
$496 millions of bonds and $48 millions of notes were 
exchanged for maturing obligations, and the remaining 
$1,357 millions were sold for cash or deposit credits. 
After giving effect to the redemption of nine Treasury 
bill issues, aggregating $452 millions, which matured on 
March 16, the net rise of the interest-bearing debt was 
$905 millions, bringing the total to a new high record of 

$31,437 millions. 
A number of significant developments characterised 
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the operation. To begin with, it was a _ resounding 
success, in spite of the recent confusion of the govern- 
ment’s budget by the passage of the soldiers’ bonus 
legislation, and the invalidation earlier in the year of the 
agricultural processing taxes. 

An outstanding development was that, for the first 
time since the depression began, there was a heavier 
oversubscription for the bonds than for the notes, the 
cash tenders for the former being about seven times the 
amount allotted, while tenders for the notes were five 
times the amount allotted. In addition large subscrip- 
tions were apparently placed for the account of others 
than banks, the holdings of the leading commercial 
institutions showing a relativ ely small increase. Finally, 
there was an unusually large tender of cash for the new 
securities, a total of $935 millions being paid for in cash. 
As a result of these large cash payments the Treasury’s 
balances with the Reserve Banks rose toa high record, in 
excess of $1,146 millions, and the excess reserves of 
member banks of the Reserve System were reduced 
to $2,310 millions or $1,000 millions below the record 
high figure of last December. 

These dev elopments help to explain recent changes 
in the position of the reporting member banks in Io1 
leading cities of the country : 

(In millions of dollars) (Increase or 

Decrease since) 

Apr. I, Feb. 26, Apr. 3, 

1936 1936 7935 
Demand deposits adjusted was .. 13,578 —51I2 1,890 
Deposits of foreign banks ee mee 374. — 2I + 203 
Total loans and investments es wee 21,621 +615 L 7,828 
Loans on securities is mee aie 3,313 +196 + 211 
Other loans ‘ ++» 5,079 +237 r 97 
U.S. Governments direct and indirect ... 9908 + 17 1,278 
Other securities... iad ‘ne -» 3,321 +165 242 
Reserves with Fed. Res. Banks ... .. 3,866 —g22 + 638 

The eager demand for the longer-term securities 
reflects the breaking down, under the pressure of 
extremely low money “rates, of the policy hitherto rigidly 
adhered to by so many banks, including some of the 
largest in Wall Street, of maintaining a strictly short-term 
position. In pursuit of this policy the banks have seen 
their earnings cut to vanishing point and have been 
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compelled to reduce dividends. That they are giving way 
now indicates not so much a change of opinion 
regarding the dangers of the government’ s fiscal policy 
as sheer pressure to secure earnings. 

The large cash subscriptions reflected, of course, the 
existence of such a surfeit of reserves as to render almost 
pointless the use of the usual device of deposit subscrip- 
tions and were, in addition, prompted by the desire of 
the banks to avoid increasing their government deposits, 
since these deposits are included in the total upon which 
deposit insurance fees are assessed. 

The fact that the reporting member banks, as the 
above figures show, did little more than replace their 
maturing holdings, while outside investors absorbed the 
major part of the new issues, demonstrated again how 
large a volume of surplus cash is held by individuals 
and business institutions. 

The decline of $1,000 millions in member bank excess 
reserves since the beginning of the year has been without 
effect on money rates. On the contrary yields on high- 
grade bonds have continued to decline. This circum- 
stance has been cited as a proof that the Federal Reserve 
authorities could safely ‘“mop up” some of the excess 
reserves as a precaution against future inflation without 
tightening money, upsetting the bond market or dis- 
turbing business confidence. It must be recognised, 
however, that the present loss of excess reserves is only 
temporary. The funds will return to the banks as the 
Treasury spends its money, and may be counted upon to 
come back rapidly within a few months when the 
payments on the soldiers’ bonus begin. 

Nevertheless the temporary contraction in reserve 
balances has helped to reduce the agitation for official 
action to reduce them, and it is now thought likely that 
nothing will be done until after the election next Novem- 
ber. In the meantime the Federal Reserve Board has been 
making a thorough survey of the existing distribution of 
reserves to discover what would be the precise effects of 
an increase in reserve requirements and it appears certain 
that such an increase will ultimately be ordered. 

While still hesitating to touch the swollen volume of 
excess reserves, the Federal Reserve authorities have 
moved further to guard against a runaway stock market 
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speculation. As from April 1, the old sliding-scale 
margin rules for brokers have been abolished in favour 
of a flat maximum lending value for all stocks of 45 per 
cent. on market prices. 

On May 1 a similar restriction took effect upon the 
banks. The bank margin rules, known as Regulation U, 
limit to 45 per cent. of market value the amount that may 
be lent upon any stock for the purpose of purchasing 
or carrying securities dealt in on a registered exchange. 
The rules place no restriction upon security loans made 
for other purposes and do not limit the collateral value 
of anything other than stocks. They do, however, 
include in the restricted loan class all stocks, whether 
or not registered under the Securities and Exchange Act. 

Bankers have contended that there was no need for 
such a regulation, citing as proof the fact that their 
security loans to others than brokers have not been rising ; 
but in view of the fact that the regulation as finally 
promulgated was a vast improvement over the original 
proposals and was, in fact, almost exactly what the banks 
themselves urged (as an alternative to no regulation at all), 
there has been no complaint about the new rule. 

In spite of disastrous floods in many parts of the 
country, March brought a general improvement in 
business and there is now almost universal expectation of 
a good second quarter. The stock market, which 
appeared to be due for a substantial reaction, has refused 
to go down and, after a period of dullness, turned strongly 
upward early in April. Although there has been an 
uninterrupted advance for over a year, the strong 
technical position maintained by the existing heavy 
margin requirements has quieted anxieties that might 
otherwise be felt. 

Financial and business circles have been much con- 
cerned over administration proposals to revise corporation 
taxes so as to place a heavy graduated tax on undistri- 
buted earnings. The measure is only partly a tax bill, 
being in addition an attempt at indirect financial reform, 
based on the theory that the piling up of large corporate 
surpluses is economically unsound. Strenuous opposition 
to the measure is being voiced on all sides, but the best 
opinion seems to be that it will be enacted. 

Although the period of the election campaign is now 
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only a few months away, political feeling is running less 
high than it did six months ago. There has been a 
decided swing of sentiment back toward Mr. Roosevelt, 
and financial and business leaders have very little expecta- 
tion that he will fail to be re-elected. There seems almost 
no disposition to regard the coming campaign as an 
impediment to recovery, however widespread may be the 
expectation of a bitter fight. 


French Banking 


By M. Mitzakis 


HE month of March was fairly eventful in the 
French money market. The reoccupation of the 
Rhineland caused a profound impression in France, 
especially in the districts of the North and the East, 
which have witnessed several! German invasions. The 
fear of an armed conflict provoked immediate withdrawals 
of deposits and hoarding of notes in those districts of 
France. All French banks, even the largest institutions, 
consequently lost part of their cash resources. Since 
the volume of their resources was already reduced before 
the beginning of this movement, the banks’ cash position 
became fairly difficult, and most of them had to avail them- 
selves of the facilities of the Bank of France. The latter 
met liberally all demands for accommodation. Notwith- 
standing the increase of its rediscounts it was reluctant 
to raise the Bank rate during the three weeks that followed 
the reoccupation of Rhineland. The withdrawals of 
deposits did not produce, therefore, any noteworthy 
effect on the market rate of discount, which remained at 
the level of the official rediscount rate. The manage- 
ment of the Central Bank held the view that owing to 
the special character of the movement an increase in 
Bank rate would have more inconveniences than advan- 
tages, and besides it would be entirely ineffective. 

The Bank of France was well advised to pursue this 
course. The withdrawals of deposits did not fail, in fact, 
to slow down and cease altogether. The population of 
the districts concerned realised that in spite of the 
aggravation of the international political situation an 
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armed conflict was not imminent. Conditions during 
March appeared to be relatively satisfactory until the 
last week of the month, when a new disturbing factor 
intervened. During the first three weeks the franc was 
fairly well maintained, and the fluctuations of sterling and 
the dollar were insignificant. Gold movements were 
relatively moderate. The position of the franc appeared 
to be good. In reality this calm was more apparent 
than real. It was due mainly to the transfer of the credit 
of £40 millions obtained in February by the French 
Treasury from a group of British banks. The gradual 
realisation of the sterling disguised the weakness of the 
franc, and without this transaction the Bank of France 
would have had to face during that period fairly substan- 
tial gold withdrawals. 

The situation of the franc has become aggravated 
since the sales of sterling on account of the French 
Treasury have ceased, owing to the fact that the proceeds 
of the sterling credit have come to an end. The crisis 
became accentuated suddenly. A violent speculative 
attack was launched against the franc. This was 
encouraged by the difficulties of the Treasury. The 
latter had to obtain from Parliament authority for an 
increase of the Treasury bill issue by 6 milliard francs. 
Knowing that the market would be unable to absorb 
such a large amount within a short time, financial circles 
assumed that a large part of the Frs. 6 milliards would 
have to be taken up by the Bank of France, thus giving rise 
to an increase of the note issue. The result was big 
purchases of sterling and dollars. Within forty eight 
hours the Bank of France lost more than one milliard 
francs of gold. In the face of such heavy withdrawals 
it was feared that the Government might stop the export 
of gold. These fears further accentuated the flight of 
capital. 

The French authorities did not, however, lose their 
nerve. Far from having been influenced by the wave of 
pessimism ruling in the market, they took vigorous 
measures of defence. On Saturday, March 31, the General 
Council of the Bank of France was convoked at short 
notice, and decided to raise the Bank rate immediately 
from 3} to 5 percent. The Finance Minister, M. Marcel 
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rejecting the idea of a devaluation of the franc, and 
making it plain that the Government did not intend to 
alter in any way the Stabilisation Law of June 25, 1928. 
His categorical statement made a very good impression 
on the money market, and temporarily checked the specu- 
lative attack on the franc. Nevertheless, the increase 
in the Bank rate caused an all-round increase in interest 
rates, and at the end of March these rates were higher 
than a month earlier. 

End of End of End of 

Jan. Feb. Mar. 
1936 1936 =61930 


‘Yo ‘Yo %o 

Banque de France, rediscount rate i 4 34 5 
Market rate of discount .. a te 4 38 4 
Day-to-day money : 33 33 33 
Loans on Bons de la Dé fense Nationale:— 

Market rate for one month 4 32 54 

Market rate for 3 months his Ms 4 3? —- 
Rates on loans on securities — 

On the Parquet 43 33 5} 

On the Coulisse 73 7% 828 


The market rate of discount rose from 3 to 5 per cent. 
This latter figure is more nominal than real, for, owing 
to the narrowness of the market, the volume of business 
issmall. Nearly the whole of the credit requirements were 
met by the Bank of France, whose bill portfolio has 
increased considerably. The rates for loans against 
Bons de la Défense Nationale for one month increased 
from 3? to 54 percent. No dealings were registered in 
loans for three months. As is well-known, during the 
term of the loans the funds invested therein are im- 
mobilised. Owing to the scarcity of funds the banks 
preferred not to lend beyond one month. On the Bourse 
interest rates rose considerably. On the Parquet, the 
lending rate advanced from 32 to 5} per cent., while on 
the Coulisse it rose from 73 to 83 ons “cent. This increase 
indicates tight monetary conditions rather than a revival 
of speculative activity, since the volume of business on 
the Bourse remained very small. 

The developments during the past month naturally 
affected the return of the Bank of France. Considerable 
changes took place in the principal items during March, 
especially in rediscounts and the note issue. 
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End of End of End of 
Jan., Feb., Mar., 
1936 §=©61936 = 1936 


ASSETS. (Millions of francs) 
Gold Reserve ‘ a is es 65,22 3 65,789 
Foreign Exchange reserve (total) 1,12 5,377 
Sight ne i na ms sie : 6 
Time - pia + ah 5% I,III £235 


Discounts (total) .. wa 7 - 9,414 9,951 
French bills és : “6 na 9,226 9,860 
Bills on Foreign countries 7 ma 188 gI 
Advances on bullion ae a sie 1,203 1.222 
Advances on securities .. < ere 3,350 3,250 
Advances up to 30 days = a 970 932 
Bonds of the Caisse Autonome .. t 5,708 5,708 
LIABILITIES. 
Note circulation .. - 81,503 81,239 83,197 
Current and deposit accounts (total) xs 10,886 11,559 II,323 


Of which— 
Treasury ee - “a ~ 72 100 80 
Caisse Autonome es “a o% 2,726 2,754 2,808 
Private accounts as a ws 7,907 8542 8,168 
Sundry 181 164 266 


Total of sight liz abilities ss = er 92, 389 92, 798 94,520 
Percentage of gold cover - ..  70°60% 70:89% 69: 39% 

The gold reserve, which amounted to Frs. 65,789 
millions at the end of February, was Frs. 65,587 millions 
at the end of March, a decline of only Frs. 202 millions. 
It ought to be borne in mind, however, that during this 
period the French credit of £40 millions was transferred 
through the foreign exchange market. Without this 
operation the loss of gold would have been much more 
considerable. Moreover, the return for March 27 does 
not indicate the heavy gold withdrawals that took place 
on Saturday, March 28, and Monday, March 30. Thus, 
in spite of the smallness of the decline indicated by the 
figures, the gold position during March was far from 
favourable. 

Rediscounts increased during March from Frs. 9,951 
millions to Frs. 12,239 millions, or to a new high record. 
This large rise indicates the stringent monetary condi- 
tions. It was due to withdrawals of deposits, which 
forced the banks to fall back upon the bank of issue. It 
is explained partly by the difficulties of the Treasury. 
It is probable that the Treasury, by direct or indirect 
discounting, obtained funds from the Bank of France. 
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The increase in rediscounts was accompanied, for the 
first time since a year ago, by a marked expansion of the 
note issue. This item increased from Frs. 81,239 millions 
to Frs. 83,197 millions during March. This is an indica- 
tion that the withdrawal of deposits was accompanied 
by an increase of hoarding. 

The other items of the bank return did not show 
unusual changes. Current account and deposits declined 
from Frs. 11,559 millions to Frs. 11,323 millions. The 
increase of total sight liabilities from Frs. 92,798 millions 
to Frs. 94,520 millions was the main cause of the decline 
of the reserve ratio from 70-89 per cent. to 69°39 per 
cent. The latter is the lowest figure since March 11, 
1932. Moreover, at that time the Bank of France had 
foreign balances amounting to nearly Frs. 13 milliards, 
while its present holding is only one milliard francs. 

While the position of the Bank of France remains 
very strong, it must be admitted that during the past 
twelve months it has weakened considerably owing to 
the huge outflow of capital to London and New York. 
After the general election, when the new Parliament 
meets in June, this question will command attention. 
If, as is probable, the predominant majority remains 
hostile to any new cut in the franc, it will have to take 
energetic measures for the restoration of confidence in 
the franc. The economic and financial policy of the new 
Parliament will have to be managed in such a way as to 
lead to a repatriation of French funds. Otherwise the 
stability of the franc might eventually be endangered. 


German Banking 


By a Correspondent 


HE Reichsbank maintained its dividend for 1935 
unchanged at 12 per cent. Of this dividend, 
only 8 per cent. was paid out in cash—in accordance 

with the legal restriction enforced in Germany—while the 
balance of 4 per cent. was reinvested in long-term 
securities. Foreign holders of Reichsbank shares, how- 
ever, obtained the 8 per cent. again fully transferred. 
Once more a net profit of Rm. 40 millions is declared, 
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which is the amount required for the payment of dividends 
and for the statutory transfers to the Reich and to reserve 
funds. In reality the Reichsbank earned again a much 
larger amount, as is evident from the expansion of its 
turnover on the basis of an unchanged discount rate. 
During the last few years only part of the profit made on 
discounts was declared, and the declared profit on 
securities was also smaller than its actual amount. Thus, 
the hidden reserves have increased further. Its open 
reserves, with a share capital of Rm. 150 millions, are 
now no less than Rm. 473 millions. 

The activity of the Reichsbank further expanded in 
1935. Inland bills and cheques to an amount of 
Rm. 34,525 millions were acquired, against Rm. 25,735 
millions for 1934. At the end of 1935 the amount of 
inland bills of the Reichsbank was Rm. 4,356 millions, 
against Rm. 3,985 millions at the end of 1934 and 
Rm. 2,982 millions at the end of 1933. The increase 
would have been much more considerable had the Gold- 
diskontbank not taken a hand. The latter placed in 
the market one-name bills amounting to Rm. 700 millions 
by the end of 1935, and acquired for that amount employ- 
ment-creating bills which would otherwise have found 
their way to the Reichsbank. In any case, the propor- 
tion of such bills in the portfolio of the Reichsbank has 
materially increased. 

The gold stock of the Reichsbank amounted to 
Rm. 82:47 millions, against Rm. 79-10 millions at the 
end of 1934. Foreign exchanges forming part of the 
metallic cover increased from Rm. 4:61 millions to 
Rm. 5:22 millions. The total foreign exchange holding 
of the Reichsbank increased from Rm. 108-73 millions to 
Rm. 177-28 millions, but the actual amount available is 
moderate, for a large part consists, not of cash, but of 
balances arising out of payment agreements. 

The three leading Berlin branch banks—Deutsche 
Bank und Disconto-Gesellschaft, Dresdner Bank, and 
Commerz-und Privatbank—resumed their dividend after 
an interval of four years, declaring a dividend of 4 per 
cent. for 1935. There is no common basis for comparing 
their profits with those of last year, but as was stated 
at the meeting of the Deutsche Bank, actual earnings 
were larger than in 1934, partly through a revival of 
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Bourse activity, but mainly through better interest rates 
on loans. In addition, amounts which had been written 
down have become good, and inner reserves were thus 
further increased. In the case of the Deutsche Bank 
there was even an increase in the amount of outside 
resources, while the decline in the case of the Dresdner 
Bank is a sign of improvement, since it indicates further 
repayment of emergency credits. 


In millions of Reichmarks. 


DD- Dresdner Commerz- 
Bank Bank Bank 


1934 1935 1934 1935 1934 1935 





Creditors .. ei a 2,33 : 1,925 1,782 976 971 
Saving deposits .. ae 238 III 135 85 102 
Acceptances ag ae 332 203 #+%&«I7O 152 
Cash and notes, Clearing 

banks... i 5 32.-« 100 86 58 50 
Bills. . am ai axa 2 515 531 3607 372 
Securities .. Be - ‘ 35% 370 22 132 
Participations , - 55 47 47 15 16 
Advances on Commodities 148 84 66 89 41 
Debtors... is ies 1,490 1,332 1,334 1,192 648 673 
Total ie - ie 2,963 3,017 2,587 2,442 1,369 1,367 


Taking the five leading Berlin banks as a whole, there 
was a decline in outside resources of Rm. 114 millions, 
against Rm. 231 millions in 1934. The decline in foreign 
liabilities was Rm. 83 millions, against Rm. 316 millions 
in 1934. Actually the decline was somewhat larger, as 
the method of publication of the various items has been 
changed. There was a decline in the amount of deposits 
of other German banks, which was partly due to the 
progress of consolidation. Deposits of clients other than 
banks further increased last year, but their increase was 
smaller than in 1934, largely owing to the public issues 
floated last year. The decline in guarantee liabilities 
was particularly large in the case of the Dresdner Bank, 
and indicated a further strengthening of its position. 
There was a decline in acceptance credits, loans and 
advances on commodities, due partly to the writing- 
off of bad debts. Repayments of credits exceeded new 
credits, and, what is particularly gratifying, big frozen 
credits became liquid again. The funds thus released 
were invested in bills, Treasury bills or securities, con- 
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sisting largely of direct or indirect Government securities. 
Since private investment continues to remain in the back- 
ground, this state of affairs is likely to continue, even 
though the banks may expect a stronger influx of bills 
from trade. 
Fiv—E Bic BERLIN BANks. 
I93t 1932 1933 1934 1935 


(In millions of Reichmarks) 
Total creditors. . ‘4 .. 7,819 7,326 6,506 6,273 
Foreign creditors ig .. 2,086 1,803 1,182 894 
German banks me 975 1,283 1,288 1,040 
Other German private accounts 4,758 4,239 4,036 4,339 
Loans and advances .. .- 6,060 5,345 4,048 4,153 
Treasury Bills .. - be 311 498 547 495 
Discounts He a .. 1,207 1,222 1,200 1,509 
Securities a a a 175 212 336 392 
Participations .. ns - 166 169 172 178 
Balance sheet total .. .. 9,605 8,803 7,909 7,687 
Guarantees... ‘i -. 597 844 914 671 


The Reichsbank increased its loans during the 

month. Of the increase at the end of February, 
79 per cent. was repaid during the first three weeks of 
March, against go per cent. in 1935. Loans increased 
at the end of March by Rm. 620 millions against Rm. 511 
millions in 1935. Possibly this was due in part to the 
earlier beginning of spring activity this year, but there 
is undoubtedly an upward trend. The note circulation 
has also increased. The decline in loans during the first 
week of April was much smaller than last year, but this 
was due to the fact that Easter was this year earlier. 
The securities eligible for note cover have declined during 
the last few weeks, similarly to their tendency a year 
ago. The metallic reserve declined during the first week 
of April by nearly Rm. 5 millions, after its decline during 
the second half of February by a similar amount. The 
reason was that some urgent import requirements had 
to be satisfied. 

The Deutsche Golddiskontbank shows a new record 
of its issue of one-name bills at Rm. 750 millions at the 
end of March, against Rm. 716 millions at the end of 
February. This shows a liquidity of the money market, 
for one-name paper is not an attractive investment. As 
its outside resources increased also from Rm. 605 to 
Rm. 608 millions, the Golddiskontbank was able to 
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increase its bill holdings from Rm. 1,430 millions to 
Rm. 1,461 millions. The amount includes Rm. 1,365 
millions of employment-creating bills which would other- 
wise be held by the Reichsbank. On the assets side there 
is the gold stock of Rm. 74:14 millions taken over in 
trust from the private banks of issue whose note issuing 
privileges expired at the end of 1935. 


Latin America 


By a Correspondent 


N outstanding event in the banking sphere in 
A Argentina during the past three months has been 
the taking over by the new Central Bank of the 
control of the money market through the fixation of 
its first minimum rate of rediscount as from March 1 last at 
34 percent. Inaccordance with the relative Article of the 
Banking Law, the corresponding downward adjustments 
in the deposit rates of the commercial banks were made as 
from the same date. This will compensate the banks in 
some degree for the low level of their earnings—which it 
is hoped will be taken further into account in the future— 
and is in accordance with the Government policy of cheap 
money. 

The first returns of the Buenos Aires banks to include 
the figures of the new Banco Espajiol del Rio de la Plata 
vere those as at December 31 last. It will be recalled 
that the new Banco Espanol was constituted by the fusion 
of four of the national banks; the new Institution, with 
Deposits totalling 376 million paper pesos at the end of 
1935 ranks in second place to the Banco de la Nacion. 
The position of the banks as at December 31 last also 
serves to demonstrate the assistance which has been 
afforded to industry and agriculture in Argentina, as well 
as official loan conversion operations, through the main- 
tenance of a constant supply of cheap credit, the position 
being very liquid with total bank deposits up to 3,419 
million pesos, against 3,357 million pesos at end November, 
1935. lotal Cash Reserves rose from 852 million pesos to 
1,124 millions, while Discounts and Advances fell during 
December from 2,496 million pesos to 2,090 million pesos. 

N * 
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The position of the Central Bank as at February 29 last 
continued to show a very strong position, the guarantee 
in gold and foreign currencies in relation to the total 
notes issued having been 138-09 per cent. and the 
proportion to notes issued and sight liabilities combined 
82-48 per cent. 

A fresh development under the new Banking Law 
has been the issue of a Government Decree establishing 
the Argentine Exchange Commission. This Commission 
will be presided over by the Minister of Finance and 
comprises representatives of the Ministries of Foreign 
Affairs, Finance, and Agriculture, as well as delegates 
from the Central Bank, the Buenos Aires Bolsa, the 
Rosario Bolsa and the Union Industrial Argentina. The 
Association of Importers is also represented. The func- 
tion of the Commission will be to advise the Minister of 
Finance in all matters relating to the exchange control 
system and to supervise the working of the exchange 
control office. 

Anglo-Argentine interests are naturally following with 
very close attention the course of the negotiations and 
discussions both here and in Argentina relative to the 
question of a renewal of the Roca Agreement. The 
Argentine Ambassador in Paris, Dr. Thomas Le Breton, 
has been specially delegated to take part in the conversa- 
tions in London, and it is credibly surmised that Sr. Hueyo, 
a former Minister of Finance in Argentina, who also 
happens to be in Europe, may be joined in the conversa- 
tions. It is satisfactory to observe that the conversations 
already appear to have resulted in a wider appreciation of 
the close interdependence of Argentina and Great Britain, 
inasmuch as each country forms a vital outlet for the 
export products of the other. In fact, leading authori- 
ties are voicing the need for conciliatory procedure; 
certainly, the supreme importance of maintaining parti- 
cipation in the British import markets is receiving wider 
acceptance in Argentina, whilst the British interests are 
viewing more sympathetically the problems with which 
the Republic is faced in giving concrete acknow- 
ledgment of the claims of British capital to better 
treatment. Perhaps the most encouraging symptom 
from the British standpoint so far recorded was the 
promptness with which the Argentine authorities ratified 
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the exchange concessions to the British-owned railway 
companies, whereby they have been accorded a special 
exchange rate of 15-75 pesos to the f£ sterling for their 
remittances this year, in return for a Io per cent. rebate 
on maize freight rates. This ratification took place on 
February 21 last. 

Other Anglo-Argentine commercial interests have 
naturally considered the moment opportune to claim 
similar concessions, the basis of their argument being 
that the difference between the official buying rate of 
the Central Bank for export drafts of 15 pesos per £ 
sterling and that Institution’s selling rate of 17-02 pesos 
constitutes a heavy form of indirect taxation which has 
been devoted to purposes other than that originally 
contemplated—namely, the guarantee to farmers of 
remunerative basic buying prices for grain—and from 
which they might well be relieved, at least in part. The 
objection to this extension of the exchange concessions 
to others than the railway companies from the point of 
view of the Argentine authorities lies mainly in the fact 
that the country’s foreign exchange resources have un- 
doubtedly been largely minimised this year by the failure 
of the fine cereal crops. This, it appears, will be only 
partially made up by the shipment of this season’s 
maize which is now not expected to justify the original 
optimistic forecasts of a bumper crop. The whole 
question, however, will doubtless be affected one way or the 
other by the course of the Roca Agreement negotiations. 

Be that as it may, there is little doubt that the 
Government will have to draw to a considerable extent 
upon the Exchange Profits Fund this season to compensate 
the Grain Regulating Board for losses in respect to its 
purchases of fine cereals from the farmers at the higher 
level of basic prices established in mid-December last, the 
lack of European demand, especially for wheat, having 
recently been very pronounced. Furthermore, following 
the first official forecast of the yield of the maize harvest— 
placing the total yield at 9,650,000 tons, or 1,830,000 tons 
less than last year—the Government announced the 
raising of the basic price of maize from 4-40 to 5-00 pesos 
per 100 kilos, thus increasing the possibility of debits 
occurring on the transactions of the Grain Regulating 
Board this season. 
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The preliminary figures of the foreign trade of 
Argentina for the year 1935 show that the values of imports 


and exports were both higher than in 1934. 


Imports 


totalled 1,175-0 million pesos, compared with 1,109-9 
millions in 1934, and exports 1,542-4 million pesos, 
against 1,438-4 millions, the export surplus being thus 


367-4 million pesos, against 328-5 millions. 


In January, 


1936, however, while the total value of imports was 
higher at 102-8 million pesos, compared with 97°8 
millions in the same month of 1935, an increase of 5-1 
per cent., exports were lower at 142-3 million pesos, 
against 166-8 millions, a decrease of 14-7 per cent.; the 
export surplus thus declined to 39:5 million pesos, 


against 69-0 millions. 


British participation in the 


Argentine import trade last year represented 21-1 per 
cent. of the total Argentine import trade compared with 
22-5 per cent. in 1934, although the absolute value of 
purchases of British goods was somewhat higher at 
237°4 million pesos. 

Uruguay has always been influenced to some extent 
in her financial policy by the course of events in Argen- 
tina. For example, the gold reserves of the Central 
Bank in Uruguay have been revalued in the same way 
as those of the Central Bank in Argentina, and a fresh 
instance of the similarity of policy of the two countries is 
the announcement that under the terms of a Decree 
dated March 5, 1936, the duty of regulating exchange 
rates in Uruguay has been entrusted to the Banco de la 


Republica. 


In future the Bank will fix the quotations 


for the purchase and sale of exchange, and will lay down 
the regulations to which such exchange operations are 
subject, as well as details of control procedure. A further 
Decree of the same date has the effect of modifying the 
constitution of the Honorary Import and Exchange 


Committee. 


The outstanding event in Brazilian affairs during the 
past few months has been the announcement on March 13 
last of the definite implementing of the Anglo-Brazilian 


Payments Agreement. 


For the purpose of liquidating 


the arrears of Brazilian debts due to the United Kingdom, 
“approved” debts due up to and including June 15, 
1935, are to be satisfied in cash if the debt is not more 


than £100, and as to 15 per cent. (or £100—whichever is 
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the greater) in cash and the balance in 4 per cent. 
Brazilian Sterling Stock if the debt exceeds {100. Debts 
due after June 15, 1935, are to be satisfied wholly with 
4 per cent. Stock, although a small payment in cash will 
be made if required to reduce the amount of the debt 
to a multiple of f{10. If, by the date of the offer, any 
debt had become due, but had not been approved 
owing to the non-deposit of the relative milreis, such 
debt, or any part thereof, is not eligible for settlement 
under the arrangement unless the milreis be deposited by 
July 1, 1936. The Sinking Fund for the Stock is calcu- 
lated to redeem the maximum amount to be issued within 
five years. | Arrangements somewhat similar to those 
made in London have also been concluded in New York 
for the liquidation of ‘ blocked”? American funds in 
Brazil. This is the second occasion upon which a method 
has been devised of funding frozen credits in Brazil on 
both United States’ and European account, the previous 
liquidation having been provided for in May, 1933. 

The system by which the Brazilian Government 
acquires 35 per cent. of practically all export exchange is 
still in operation, and on the basis of the country’s foreign 
trade returns for 1935, which showed exports totalling 
in value some £33,012,000 (gold), the quota of exchange 
rendered to the Government must have been equivalent 
to a total in the neighbourhood of £18 million sterling, 
sufficient, it is believed, to maintain the external debt 
service upon the present attenuated basis, and also to 
provide the remittances called for under both present 
and past frozen credit liquidation schemes. If, however, 
the aggregate value of Brazilian exports this year is not 
maintained, it is questionable whether the balance of 
65 per cent. of export drafts available to the “ free ”’ 
exchange market will prove adequate for normal com- 
mercial requirements, and, in that event, it may be 
assumed that the question will have to be discussed of 
some adjustment being made in the Government’s 
exchange quota. 

The Brazilian foreign trade figures for the first month 
of 1936 are moderately satisfactory. The total value of 
exports was higher than in any single month of 1935, 
having been equivalent to {3,051,197 (gold), against 
£2,939,048 in January, 1935. With imports, however, 
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reaching the substantial amount of {2,365,591, compared 
with {1,968,319 in January, 1935, the balance of trade, 
while remaining favourable to Brazil, was reduced to a 
lower level than has been seen in January for many 
years. 

The Brazilian export markets for coffee have continued 
to experience a very restricted volume of business; the 
main concern at the present time is the European situa- 
tion, which is considered the chief cause of the lack of 
demand. Trading, however, has been so limited since 
the beginning of February that a revival of buying interest 
is undoubtedly overdue. 

Statistics published by the Central Bank of Chile 
demonstrate the progress made in that Republic during 
1935. Mining production showed a substantial increase, 
manufacturing production was intensified, internal 
trading more active, while foreign trade also expanded. 
There was no inflation of the currency during 1935, the 
daily average of notes in circulation having been almost 
equal to that of 1934. Deposits in the commercial 
and savings banks have registered a remarkable increase 
since end 1932, the total of 1,301 million pesos then 
recorded having risen by the end of 1934 to 1,865 million 
pesos, whilst during 1935 a further increase took place 
to 2,110 million pesos. Furthermore, the movement of 
Chile’s foreign trade in January, 1936, showed a con- 
siderable increase on that for the preceding month, due 
exclusively to increased activity in the export trade, 
inasmuch as the value of imports declined. 

While there has been no change in the legal position 
of exchange control as a whole in Chile, the Superinten- 
dent of Banks has now issued a circular enabling the 
banks to act as intermediaries between importers of 
goods from Great Britain or the United States on the 
one hand, and owners of so-called “ free ’’ exchange on 
the other, thus permitting owners of such exchange to 
obtain the benefit of a rate of exchange around the 
recognised “export ’’ rate without having recourse to 
the “‘ street ’’ market. This “ free’ exchange may be 
utilised by the banks in their réle as intermediaries, but 
subject in every instance to the permit of the Exchange 
Control Commission. It would appear that it will now 
be possible to obtain such permit in respect of many 
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legitimate transactions which had previously been 
impossible, including the remittance of accumulated 
dividends and the opening of documentary credits for 
imports from the British Empire and the United States. 

A matter of special importance to British interests 
in Latin America is the extent to which German competi- 
tion is proving successful in the import markets there. 
The basis of this competition is that purchases of South 
American export products are paid for in terms of 
“compensation ”’ marks which, in turn, may be obtained 
locally by the South American importer at a discount 
ranging from around 25 to 30 per cent. for the purchase 
of German manufactures. The result has been that in 
several directions the import markets have become 
flooded with German goods to the serious detriment of 
the British export trade. At the same time there has 
been a natural tendency towards equilibrium in the total 
value of German purchases from the individual Re- 
publics and the corresponding imports by each Republic 
from Germany. Nevertheless, the ruling discount on 
the “‘ compensation ’’ mark is maintained so that there 
can be little doubt that this situation is the result of 
deliberate German commercial policy. The countries 
principally affected are Brazil, Peru and the Central 
American Republics, i.e. those exporting commodities— 
such as coffee and cotton—readily re-saleable by Germany 
for freely negotiable currencies. 


International Banking Keview 


ITALY 


\ X 7 HEN the Bank of Italy discontinued the publica- 
tion of its returns in October, it was expected that 
no figures regarding its position would be avail- 

able until the removal of economic sanctions. In the 

absence of any authentic information, various quarters 
put forward estimates about the decline of the gold 
reserve. According to one view, the gold reserve has 
been practically exhausted, while according to another, 
it has been barely touched, since the Government- 
controlled foreign assets and the gold collected from the 
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public were sufficient to meet requirements. Quite 
unexpectedly the Bank of Italy has now published in its 
annual report the figures for the end of December, 1935. 
According to this report the gold reserve at the end of 
last year amounted to 3,027,000,000 lire. This figure 
does not include the gold obtained through collection or 
the foreign assets called in by the Government. Thus, 
in spite of the publication of this figure, the gold position 
of Italy remains unknown. It is assumed, however, 
that most of the additional gold has already been spent, 
and also most of that part of the foreign assets which can 
be realised. Since the beginning of this year there were 
further substantial gold losses, part of which must have 
affected the Bank of Italy’s reserve. 


HOLLAND 


With the improvement of the technical position of the 
guilder, the possibility of granting foreign credits is once 
more envisaged. The attitude of the Dutch authorities 
is believed to be that, so long as the franc is not devalued 
the position of the guilder is safe in any case, so that 
Amsterdam can afford to lend abroad to a moderate 
degree. Once the franc is devalued, however, the guilder 
it is thought, will have to follow suit, whether or not the 
resources are accumulated instead of being lent abroad. 
From this point of view the support to the franc is 
considered to be the best way of indirectly defending the 
guilder. For this reason the negotiations for the conclu- 
sion of a credit of 1,000,000,000 francs with a banking 
group headed by Mendelssohn & Co., stand a good chance 
of succeeding. The Dutch Government insists, however, 
that the French Government should grant the port of 
Rotterdam the same treatment as it has granted to the 
port of Antwerp. Negotiations are also carried on for 
the renewal of the outstanding part of the Belgian loan 
of 100,000,000 guilder, amounting to 60,000,000 guilder 

It is understood that Mr. Mannheimer, head of the 
banking house Mendelssohn & Co., Amsterdam, has 
become a Dutch subject. While originally the firm was 
a German house controlled by the Berlin firm of the 
same name, it has gradually come to be regarded as a 
Dutch house. With the liquidation of German participa- 
tion in several other Amsterdam banking firms, this 
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development tends further to weaken the German 
financial influence in Holland. 


SWEDEN 


The Skandinaviska Kreditaktiebolaget has now repaid 
to the Treasury the outstanding balance of Kr. 20 millions 
which was the remainder of the Kr. 100 millions Treasury 
loan, granted to the Bank in 1932. With this redemption 
the entire balance of loans and credits which the Bank 
obtained in connection with the Kreuger failure, and 
which at the outset amounted to Kr. 254-7 millions, has 
been amortized. 

Easy money conditions prevailed also throughout the 
first quarter of the current year, and the banks had to 
struggle with the difficulty of finding profitable invest- 
ments for their cash surpluses. Reported cash holdings 
at the Joint-Stock banks totalled Kr. 308-8 millions, 
Kr. 311-6 millions and Kr. 332-6 millions on March 31, 
February 29 and January 31, respectively. The April 
issue of Treasury Bills was placed at a new low record 
rate of 0°33 per cent. against 0-37 per cent. for 
March bills and 0-40 per cent. for February bills. Total 
advances of the Joint-Stock banks on March 31 amounted 
to Kr. 3,881-7 millions as against Kr. 3,845-0 millions 
at the end of February, and Kr. 3,809-2 millions on 
January 31, while deposits totalled on March 31, 
Kr. 3,764-2 millions as against Kr. 3,723 millions at the 
end of February. This steady increase in advances, 
consisting mainly of discounts and credits, is due in 
part to the usual spring trade revival, but building 
credits remained unchanged on account of the dead season 
for building activity. Loans against securities remained 
practically unaltered in spite of a pronounced boom 
on the Stock Exchange. This can be explained by the 
fact that while heavy purchases of Swedish stocks took 
place for foreign account, panic money from gold bloc 
countries was also looking for investment in Sweden. 
The increase in deposits at the end of March was due to 
the usual rise of short holdings at the turn of the quarter. 
The Swedish banks’ holdings in foreign banks have 
slightly increased, following a seasonal revival of exports. 
The Bank of Sweden’s gold reserve at home remained in 
March almost unchanged at Kr. 430 millions, while gold 
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held abroad increased from Kr. 10 millions to Kr. 24 
millions. The increase in gold is partly offset by a drop 
in the Bank’s foreign bill holdings from Kr. 318-9 millions 
to Kr. 300-8 millions. 

Notes in circulation amounted at the turn of the 
quarter to 794-6 millions, against 756-2 millions and 
734°0 millions on February 29 and January 31, respec- 
tively. This expansion of the volume of notes is connected 
with the large cash holdings, since the bulk of outstanding 
notes consist of 100-kronor and 1,000-kronor notes. 


SWITZERLAND 


The report of the Zurich banking house Leu & Co., 
shows a net loss of 7,450,000 francs for 1935. This bank 
was granted a three months’ moratorium at the beginning 
of this year, but as it was impossible to reorganise the 
bank during such a short period the moratorium had to be 
extended until the end of October. Current profits for 
1935 amounted to 890,000 francs, but the liquidation of 
German commitments resulted in a loss of 4,530,000 
francs. The rest of the losses were accounted for by 
depreciation of securities and by bad debts. The balance 
sheet total declined last year by 44,500,000 francs to 
263,000,000 francs. | Debenture bonds to the amount 
of 26,000,000 francs were presented for repayment, and 
the bank, in order to be able to meet this liability, had to 
realise part of its assets. Its discounts declined from 
25,260,000 francs to 3,700,000 francs. At the end of 
1935 the bank’s total foreign assets amounted to 
84,430,000 francs, of which 63,750,000 francs were frozen 
in Germany. Meanwhile, these German assets were 
reduced to 60 millions. 

BELGIUM 


The provisional stabilisation of the belga, which was 
carried out in March, 1935, has now become definite. 
While until the end of March the Government was 
authorised to change the value of the belga between 70 
and 75 per cent. of its old value, it has now been definitely 
fixed at 72 per cent. of its old value. The Exchange 
Equalisation Account established on the occasion of its 
stabilisation has now been liquidated, as there has never 
been any need for drawing upon it. Otherwise the 
situation remains unchanged. Gold export still requires 








a licence of the National Bank, and the latter will continue 
to defend the belga at gold export point by means of 
direct sales of gold abroad instead of allowing arbi- 
trageurs to withdraw gold for exports. The National 
Bank’s gold reserve has been revalued so as to be adjusted 
to the new value of the belga. The Treasury’s total 
profit from the revaluation amounts to 820,000,000 belgas. 
In his report to Parliament M. Van Zeeland laid stress 
upon the improvement of the Belgian banking position 
during the year that followed the devaluation of the 
belga. 
DENMARK 

The First Chamber of the Danish Riksdag passed 
the Government Bill for setting up a new bank of issue, 
the Danmark National Bank, which is to take over the 
note issuing monopoly from the National Bank of Copen- 
hagen as from May 1. The new bank is to have a capital 
of Kr. 50,000,000, in the form of State Exchequer Bonds, 
which*will be gradually written off through the transfer 
of profits. The shares of the National Bank of Copen- 
hagen will be exchanged for Government-guaranteed 
4 per cent. bonds. The nationalisation of the Central 
Bank will thus become an accomplished fact. Ever 
since the difficulties of the Landmandsbank soon after the 
war, when the Government had to step in to support 
that institution, there has been a persistent movement 
in Denmark favouring the nationalisation of the Central 
Bank. The return of the Socialist Government as a 
result of the recent general election made it possible to 
carry out the scheme. 


The Exchange Clearing System 
by PAUL EINZIG 
8s. 6d. net. 


“The book is a careful study of the subject . . . there are valuable chapters 
on such things as compensation or barter agreements, payments agreements 
and other variations of clearing. It is a book that can be strongly recom- 
mended to students and all those interested in the present complexities of 
international exchange.’’— Journal of the Institute of Bankers. 


MACMILLAN 
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AUSTRIA 

The progress of Austria towards recovery has suffered 
a severe reverse through the crisis of the Austrian Phoenix 
Life Insurance Company. Its difficulties were due in 
part to rate-cutting policy through which policies were 
granted at unremunerative rates, and in part to exces- 
sive expenditure on advertising and other forms of propa- 
ganda. The deficiency of the reserve is estimated at 
250 million Austrian schillings, and the Government had 
to intervene once more in order to avoid disaster. It 
had to assume responsibility for a large part of the 
company’s losses. As a result grave repercussions upon 
Austrian banks and economic life in general has been 
avoided. The German and Czechoslovak subsidiaries of 
the company are being detached from the parent institu- 
tion. The only banking firm that was affected by the 
crisis was the Kompass-Bank, which was associated with 
the company. Several arrests were made. 


JAPAN 

The Government has adopted a policy of cheap 
money, in pursuance of which the bank rate and the 
market rates of discount and other interest rates were 
lowered. The uneasiness caused by the military rising 
in February has calmed down, and the money market 
is entirely normal. The selling pressure on the yen has 
ceased completely. 

The gross earnings of the Industrial Bank of Japan 
advanced from 14,324,000 yen to 15,625,000 yen during 
the last half year, and net profits rose from 2,092,000 yen 
to 3,433,000 yen. The dividend has been maintained at 
3 per cent. for the half year. There is a general rising 
tendency of banking profits, in accordance with the 
general adjustment of profits to the lower exchange value 
of the yen. 





Books 


THE DOWNFALL OF THE GOLD STANDARD. By Professor 
GustTAv CassEL. (London, 1936: Oxford Univer- 
sity Press. 6s. net.) 

PROFESSOR CASSEL has an unusual degree of moral 
courage and intellectual honesty. He has changed his 
views on a major issue, and instead of defending to the 
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utmost the principles to which he committed himself in 
print, he confesses his mistake not only to himself, but 
also to his readers. Having fought for years for the 
restoration of the gold standard, he arrives at the conclu- 
sion that an attempt at its restoration would be hopeless, 
and rejects the idea of ever returning to that system. 
While he is on sound ground in denouncing the deficiencies 
of the system, he overstates the case when arguing that 
gold should not even be kept for emergency reserves 
against starvation, on the ground that there is no limit 
to the demand for gold for such purposes, and no reserves, 
whatever their size, can truly be described as adequate. 
His survey of recent proposals for the return to gold is 
very interesting. 





BRITISH INTERNATIONAL GOLD MOVEMENTS AND BANKING 
PoLicy, 1881-1913. By W. Epwarps BEACH. 
Cambridge, U.S. (London, 1935 : Oxford Univer- 
sity Press. Ios. net.) 

THE author deals with British pre-war gold move- 
ments from a very broad standpoint. He points out 
that already before the war the growth of foreign balances 
and other disturbing factors threatened to impede the 
working of the automatic gold standard which was based 
upon the premises of a relativ ely simple economic struc- 
ture. The classical theory also implied the predominance 
of commodity trade in the international accounts of 
nations. He realises that under modern credit conditions 
the response of prices to specie movements is less sensitive 
than in a primitive State. The narrowing of the gold 
points as a result of improvement in transports “has 
served to increase the ease with which specie is moved, 
and less adjustment is possible within the gold points. 
These and many other shrewd observations make the 
book well worth reading. It contains some _ useful 
statistical material, and gives a good survey of the 
theoretical literature on the subject. 

DEFICITS AND DEPRESSIONS. By D. T. SMITH. New 
York, 1936. (London: Chapman & Hall, 12s. 6d.) 

Ir this book were a mere re-examination of the 
‘spending v. saving ’’ controversy, there would be no 
justification for its inclusion in the bankers’ libraries. 


O 
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[it contains, however, some useful and interesting practical 
information on the relations of the United States Treasury 
to the money market. This subject has never been 
adequately understood on this side, and it is to be hoped 
that Mr. Smith’s book will serve the useful purpose of 
drawing attention to it. His “ Analysis of the Treasury 
Statement in Relation to the Money Market ”’ is succinct 
and intelligent. 


THE FIxED Trust YEAR Book, 19306. Edited by 
FRANCIS LEWCOCK. (London, 1936: Spottis- 
woode, Ballantyne & Co. Ios. net.) 

It is only five years ago since the first fixed trust was 
formed in this country, and there are now over fifty 
trusts of this type, so that the appearance of this Year 
Book is justified. The book is in two parts, the first 
part being devoted to a description of the origin, 
development and future of the fixed trusts, and the 
second part containing summaries of Trust Deeds, 
tables showing the compositions of portfolios and other 
details of each trust. 

CENTRAL BANK MONTHLY NOTES SILVER JUBILEE 
NUMBER. (Bombay: Central Bank of India.) 

To celebrate the twenty-fifth vear of its career the 
Central Bank of India has issued a volume _ which 
contains, in addition to a history of the bank, articles on 
the future of Indian banking, the activities and services 
of the bank and its progress in the various States and 
Provinces. The book is interestingly illustrated, and 
includes a frontispiece in colour of Sir Sorabji N. Poch- 
khanawala, who has been in charge of the bank since its 
inception. 





PUBLICATIONS RECEIVED. 

PRACTICAL BANKING. By H. E. Evitr. Third Edition. 
(London, 1936: Sir Isaac Pitman & Sons. 3s. 6d. 
net.) 

THE FUNCTIONS OF A BANK IN RELATION TO THE CAPITAL 
MARKET. By F. W. Hooper. With a Foreword 
by Professor J. H. JONEs. (London, 1936: 
Gee & Co. 5s. net.) 

LA BATAILLE ECONOMIQUE. By GEORGES HERSENT. 
(Paris, 1936: Payot. 15 francs net.) 
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BRITISH BANKS 


AND THE 


LONDON MONEY MARKET 


a Truptil 


With an Introduction by Sir Robert Kindersley 


This is one of the outstanding books of the year; it is, 
indeed, no exaggeration to say that it is the best book of 
its kind which has been published since the war. ‘ 
The volume gives the most comprehensive survey of the 
whole financial machinery, comprising the Bank of 
England, the banks, both British and Foreign, and the 
money market, that has ever been written. —Accountant 


1os. 6d. net 


JONATHAN CAPE THIRTY BEDFORD SQUARE LONDON 


NEW EDITION NOW READY 


Size: Royal Octavo Price 36/- net 


THE 


RED BOOK OF COMMERCE 


WHO’S WHO IN BUSINESS 


(First Published 1906.) 












A 900-page Directory, containing full details of over 8,000 firms 
representative of every trade and industry. Authentic, Reliable, 
Up-to-date. Completely alphabetical from cover to cover. 





Of all Booksellers, or from the Publishers 


GROSVENOR PRESS LIMITED 
48 RUSSELL SQUARE : LONDON, W.C.I. 
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CHARTERED BANK OF INDIA, AUSTRALIA AND CHINA 


INCREASED PROFITS 


SIR WILLIAM FOOT MITCHELL’S SPEECH 


HE eighty-second Ordinary General 
"Meeting of the shareholders of the 

Chartered Bank of India, Australia and 
China was held on April 1 at the bank’s 
premises, 38, Bishopsgate, London, E.C. 

Sir William Foot Mitchell presided. 

[he Chairman said: It is pleasing to be 
able to show, in spite of all difficulties, an 
increased profit for the year of over £32,000 
Including the amount brought forward from 
last vear of £177,394 11s. 1d., the net profits 
for the year amount to £676,037 16s. 1d. The 
interim dividend paid in September last 
absorbed £210,000, leaving £466,037 16s. 1d 
to be dealt with 

We propose to pay a final dividend of 
14 per cent. for the half-year, to allocate 

50,000 to the officers pension fund, to 

{25,000 in reduction of bank premises, 

and to carry forward the balance of 
37 16s. 1d. to next year 


utilise 


4151,0 


WORLD TRADE 
\ welcome activity in steel and_ ship- 
building became apparent towards the end 
of last year, and this activity should 
increase in volume in these and their allied 
industries when the British Government’s 
new rearmament programme is put into 

full swing 
Due to the many 
restrictions, and currency troubles through- 
out the world, international trade, I am 
sorry to say, has not shared in prosperity 
to the same extent as in the domestic arena. 
\s was pointed out in the Press the other 
trade of the United 
£800,000,000 less than 


quotas, exchange 


day, the overseas 
Kingdom for f 
in 1929, and a good deal of this tremendous 
shrinkage must be laid at the door of the 
numerous restrictions to which I have just 
called attention 

It must be obvious, therefore, that the 
British banks and the shipping 
companies, depend so largely on 
international trade, are the worst sufferers 
from the many now put in the 
way of the free movement of 
throughout the world [ regret I can see 
little hope of a revival in world trade until 
sanity returns to the councils of the nations 
and until the artificial bolstering of crops 
and industries gives way to a more rational 
policy of the apportioning the production of 
goods to the countries which are best suited 
to produce them. I am afraid, however, in 
the present temper of the world, that time 
is some distance off 


1935 Was 


overseas 


which 


obstacles 


goods 


INDIA’S FUTURE 
The Government of India Bill, which was 
recently passed, marks a great advance 


towards the solution of India’s difficulties 
The exports of gold from India, since the 
United Kingdom went off the gold standard 
in 1931, have now reached the astonishing 
figure of £203,000,000; the phenomenal rise 
in the price of silver last year, due to 
America’s silver policy, had the result of 
inducing large exports of the white metal 
from India to the London market—for the 
year 1935 the figure being 32,000,000 02 
Indian Government finance continues to be 
very skilfully handled. There have been 
balanced Budgets now for several years, 
and the credit of India is higher than ever, 
Reference has been made from time to 
time with regard to Lancashire using more 
Indian-grown cotton, and it is interesting 
to learn that the United Kingdom imports 
of Indian cotton in the 1934-35 
amounted to 394,000 bales, compared with 
362,000 bales in the preceding season and 
the season 


season 


230,000 bales in 1932-33 


CHINA 


Mr. Willis, in his speech last year 
referred to China’s currency problems and t 
the steps taken by the Chinese Government t 
offset the effect of rising silver prices upon 
exchange quotations. At the same time, the 
Government had endeavoured to counteract 
a serious depletion of the country’s monetary 
and capital resources by imposing an export 
tax on. silver Illicit export, however 
continued ona large scale. Currency scarcity 
accentuated by the uncertainty of exchange 
caused an abnormal rise in rates of interest 
with consequent heavy falls in real estate 
values and in all investment securities 
This in turn affected the stability of the 
smaller Chinese banks and financial institu- 
tions, and some failures occurred 

The present stabilised rate of exchange 
on a low level has already given a stimulus 
to the export of China produc e,so that China's 
balance of trade shows a more favourable 
tendency in recent months. 

In view of the close trade relationship 
between China and MHongkong, it was 
inevitable that the Hongkong Government 
should follow China. Silver stocks held 
by the banks in Hongkong have been taken 
over by Government, and the _ exchange 
value of the Hongkong dollar has been 
allowed to fall in closer approximation to 
the Chinese dollar. 

The Hongkong Government have not yet 
however, announced the rate of exchange 
at which they are prepared to stabilise the 
local dollar. 

The report and accounts were unanimousl 
adopted. 
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Bank Meeting 





MERCANTILE BANK OF INDIA 


ECONOMIC 


LORD 


Meeting 
Ltd., was 


House, 


third Annual 


HE forts General 
of the Mercantile Bank of India, 
held on March 31, at Winchester 


London, E.C. 


Lord Catt ot Cairnecatto the chairman 
said that in Eastern banking the year 1935 
showed substantial improvement over the 
previous vear, and their net profits were 
approxin itely the same as for 1934, namely, 


allocations of 


£174,266, rhe 
the profits were the same as last vear, 
fund, £10,000 to bank 
premises account, additional pro 
vision for contingencies, and after providing for the 
same dividend as in the previous year, the balance 
was £174,097, compared 
vear ago. The investments 
and of this 57 per cent. was 
3} per cent. 
per 
and 


against, £173,399. 
namely, 
{12,000 to the pension 


and £25,000 


to be carried forward 
with 
stood at £6,630,425, 
British Government sterling securities, 
sterling 
rupee 


£172,830 a 


Indian Government securities, 29} 
cent. Indian Government 
10 per cent. Straits and Hongkong dollar securities 
and a small Siam tical 


securities 


securities, 


amount of Government 


INDIA’S IMPROVEMENT 


He had paid a most interesting and instructive 
visit to India during the past winter. The general 
situation, politically and commercially, was greatly 
improved, and India seemed to be emerging 
slowly but surely from the depression of a few 
vears ago. The visible balance of trade in favour 
of India for 1935 exceeded 7o crores ot rupees. It 
was true that of this the actual balance of trade 
in merchandise was rather less than 25 crores, so 
that the difference was made up mainly by the net 
exports of gold, which amounted to 43 
[hey would all like to see the visible balance of 
trade in favour of India derived entirely from 
merchandise, but, failing this, and so long as such 
exports were necessary to enable her to meet her 
external obligations, he no reason why India 
should not continue toexport gold fora good many 
years without serious harm to her economic well 
being, for the bulk of the gold India had exported 
was hoarded gold. 

rhe general improvement in Indian conditions 
Was reflected in the Budget figures recently 
submitted to the Indian Legislature by the Finance 
Member, Sir James Grigg. In 1934-35, there wasa 
surplus of 495 lakhs, in 36 a surplus of 242 
lakhs was expected, and for 1936-37 the Finance 
Member was budgeting for a surplus of more than 
200 lakhs. In these difficult times there were 


crores, 


saw 


1935 


few countries in the world which could show such 
atecord, and the figures indicated how carefully 
the Government of 


India had conserved the 


CONDITIONS IN 


CATTO’S 


INDIA 


SPEECH 


the country. The Was 


doubt to 


finances of 
due partly no 
conditions, 


improvement 
the quieter political 
which were the result of the present 
Vicerov’s wise 


and firm administration, 


SIR JAMES GRIGG’S VIEWS 

Sir James Grigg attributed the 
in the Budget figures to *‘ 
economic position strongly 
than could have rhey 
were glad to have this assurance from him, because 


improvement 
the recovery in India’s 
having set in more 


been foreseen a vear ago.”’ 


so far as Eastern exchange banking was concerned 
they had little evidence of any substantial 
improvement, but no doubt Sit 
referring mainly to the figures of internal trade. 
International trade remained at a comparatively 
low ebb. He congratulated Sir James Grigg on the 
courage and independence of thought he had 
shown in dealing with India’s financial problems, 
but economic recovery in India would be greatly 
stimulated if he could do something 
three evils. The general level of import 
was much too high, and this fell mainly on the 


James was 


to remedy 
duties 


agricultural classes, who made up so large a 
proporticn of the population. They wer 
notoriously poor, and in these days were mort 


impoverished than ever by the low prices they 
were getting for their produce. He was convinced 
that what India needed now above all things was a 
policy directed to holding the balance more evenly 
between the agricultural and industrial interests. 

He had no doubt that taxation all 
round in India was too high and too complicated, 
and he was sorry that in his recent Budget, the 
Finance Member had not taken the bold course 
and abolished all that remained of the emergency 
surcharzes on income-tax and super-tax. Finally, 
there was the company super-tax. The business 
community in India had always objected to that, 
and he had no doubt that it hindered the normal 
course of India’s industrial development by 
joint-stock companies. He would like to see it 
abolished altogether as it had been in England 
In any case, he saw no justification whatever for 
the retention of the anomaly whereby in many 
cases the same profits might be 


indeed 


assessed to 


company super-tax over and over again. The 
Indian Taxation Enquiry Committee had _re- 


commended many years ago that that anomaly 
should be rectified, and it was high time that the 
Government of India effect to that 
recommendation. They knew that the Finance 
Member had courage. Now was the time to use it 
and remedy those evils. The eventual effect 
would not be to reduce revenue, but rather to 
increase it by greater prosperity. 

The report and accounts were unanimously 
adopted. 


gave 








Bank Meeting 


HONGKONG & SHANGHAI BANKING 


Incorporated in the Colony of Hongkong 


CORPORATION 


The Liability of Members is limited 


extent and in manner prescribed by Ordinance No. 6 of 1929 of the Colony 


SILVER AND 


MR. S. H 


HE Ordinary General Meeting of the 
Hongkong and Shanghai Banking Cor 
poration was held in Hongkong on 


22nd February 


Mr. S. H 


ifter 


Dodwell, who presided said that 


making full provision for losses and 


contingencies the net profits for the 
i1mounted to $12,088,841, to which must be 
\fter deduct 
ing the interim dividend paid at 2s. 2$d. and 


there 


idded $3,294,701 brought in 


the directors’ remuneration remained 


ivailable for distribution $11,699,860, which 


it was proposed to deal with by paying a final 


dividend of 43 per share and by carrying 


forward to the new account $3,327,060 


Dealing with the monetary problems of 


China and Hongkong, the Chairman said 


that the sudden drop in the value of the 
local dollar, he had hit the 


Government rathet and it was feared 


afraid, 
badly 


Budget estimates, which had been 


Was 


that their 
formed before the heavy decline had set in, 


would be considerably out of gear, so they 
had started the 
At the 


same time, it was to be hoped the Government 


might be grateful that they 


vear in an extremely sound position 


vould remember that merchants, shipping 
ind docking companies and others, had had 
i pretty lean time for a considerable period, 
ind were not in a position to bear additional 
meet the situation the 


taxation to proper 


course should undoubtedly be to curtail 
feature of the 
that, 


state of the 


expenditure. One good 


present situation was according to 


reliable authorities, the inter 
national balance of payments was much im- 
proved That should help the Government 


to pull through in spite of its difficulties 


U.S. MOVES UNFORTUNATE 


It was particularly unfortunate for China 


CURRENCY 


DODWELL 


year 


PROBLEMS 
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first 
which 


that America had raised the price of 


-d Chin 
to alter the basis of her currency, and ther 


silver to an extent had force 
allowed the price to drop before China had 
been able fully to establish the new system 
The United States had always been animated 
with good will to the Chinese people, and 
they could only hope that they would 
appreciate their responsibility for the present 
difficulties and assist China to overcome then 

Currency difficulties, financial stringency 
the droughts and 
had 
during the past year would not lead them t 


Neverthe 


political uncertainty and 


floods with which China been afflicted 


expect a bright picture of trade 


less, the indications were that, generalising 


broadly and taking the year as a_ whol 


without 
that 


conditions 


regard to the considerable fluctua 
had 
had not 


tions occurred, internal trad 


really deteriorated as 


much as might have been expected. The 


foreign trade figures for all the larger ports 
excepting Shanghai and Canton, showed 
British merchants were having < 


their 


increases 


considerable struggle to maintain 
position in face of keen competition fron 
Japan and Germany. British imports had 
dropped some 17 per cent., but the Britis! 
Empire had slightly increased her share an 
remained the supplier of one-quarter of al 
imports into China, while she took an even 
larger share of all exports. As regarded the 
actual financial position of the Government 
no complete statement had been published 
covering a date later than June, 1934, but 
the salt 


improved in 1935, though it was doubtful if 


revenues were reported to have 
the central authorities had benefited thereby 


, = 
[he report and accounts were unanimously 


adopted. 
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Some Westminster Banks 
By Professor C. H. Reilly 
\ NUMBER of the Westminster banks which I have 


before me this month are parts of larger archi- 

tectural schemes. The revival of terrace building, 
especially in the case of suburban shopping streets, is the 
chief reason for this. The bank then occupies but one 
unit, generally it appears an end one, in a long string of 
other shops. Such shops are usually quite small and with 
only one storey over them. Occasionally, however, as at 
Peterborough, the total scheme is of something more 
ambitious. Here it is for a large town hall with added 
shops, a curious enough combination. The shops are 
sunk into the ground floor of the fagade on either side 
of a great portico standing out over the street, clearly 
demonstrating that we are still at heart a nation of 
shopkeepers. In all these cases one cannot justly 
criticise the architecture of the bank apart from that 
of the terrace as a whole, yet our illustrations are 
of the bank only. One can but make a few general 
observations. Nevertheless it may be interesting to 
attempt these, for the point of view taken must obv iously 
be somewhat different from the usual one. 

Let us begin with the Peterborough branch embedded 
in the new Peterborough Town Hall. This building 
was won in open competition by Mr. Berry Webber, 
the young architect who has been more successful than 
anyone else in competitions since the War. The 
Manchester Art Gallery, the great Southampton Civic 
Centre consisting of new town hall, law courts, art 
school and library, and quite recently the Southern 
Khodesian Houses of Parliament are but a few of this 
young man’s achievements. Up to the War I seem to 
remember him working as an assistant to Mr. Vincent 
Harris, the author of the new Government Buildings in 
Whitehall and the most successful of all competitive 
architects of our day. Now these competition men 
are always good planners but they do not always 
have time to get a great deal of thought and feeling 
into their work because they are off again on the 
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next great hunt. Mr. -Berry Webber’s work here in 
Peterborough cannot be described like this. It is some- 
thing very ‘individual to himself and curiously like him ; 
very English, big, bluff and hearty, yet with great 
inherent dignity. Looking at this facade of one wing 
only of his great building, it is easy to see the big euards- 
man who designed it. Clearly we do not often have 
before us as a bank anything so broad and big as this in 
the scale of its main parts. Look at the setting out of 
the first floor windows and their comparative size. It 
may be replied that this is simply because the windows 
are to the large rooms of a town hall and not to those 
or an ordinary building. That would be only partly 
true and the proof of this can be seen in the rest of the 
building. Look at its bigness and simplicity with which 
the shops are embedded in the plinth, as it were, of the 
building, and notice the way in which the entrance to 
the bank is itself embedded in the structure of the 
projecting end bay of the building as a whole. Big 
grooved stones of the two piers on either side of the 
entrance simply run across without a break and form 
the lintel. A lesser architect might have been tempted 
to apply here some doorway feature which would have 
at once reduced the scale. By running the two piers 
together in this way Mr. Berry W ebber has not only 
strengthened his whole facade but has given the bank, 
a very minor part of the total scheme, a distinctive 
and satisfactory entrance. Indeed, I think for this 
alone the bank should invite him to design another 
branch. It would be all to the good of bank architecture 
as well as of competition architecture if such institu- 
tions as the banks should call in occasionally men of 
established fame, as indeed the Midland Bank called in 
Sir Edwin Lutyens for their headquarters in London 
and as the London Midland and Scottish Railway are 
to-day calling in another great competitive architect, 
Mr. Percy Thomas, the present president of the Royal 
Institute of British Architects, to assist in the rebuilding 
of Euston Station. 

Turning to much lesser things we have at Harrow 
Weald a bank by Mr. A. J. Croughton, which is clearly 
the end building of a terrace of shops. All one can really 
say is that Mr. Croughton’s end building with the squarish 
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proportion he has given to his sash windows and the 
amount of plain walling he has managed to save, especially 
in the return flank, makes a very satisfactory stop to 
the terrace. The solid walls of the bank hold in and 
support the voids of the shops. His bank doorway 
with its wide stone architrave is well in the same 
spirit of solid strength, suited both to the bank and to 
its position. Indeed there is nothing to criticise in this 
little building, which is high praise in so small a structure, 
except the colour of the bank windows. Why should 
these be dark when the ones above are white? The 


Mr. A. J. Croughton 
THE HARROW WEALD BRANCH 


answer probably is that the bank has for itself afforded 
teak windows and only deal for those above and that it 
does not care to paint its expensive teak which _ 
very well without painting. My answer to that, if i 
is the real reason, is that it is very un-neighbourly of 
the bank and that by not painting these windows of 
theirs the same colour as those above, it is spoiling not 
only the unity of its own building but that of the whole 
terrace. If one imagines these lower windows white like 
the upper ones, one sees at once that the whole end unit 
of the terrace would be far stronger. 
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The Eastcote branch by the Bank’s Architect’s 
Office, which is also a unit of a suburban terrace, appears 
to be an inner unit next perhaps to the central feature. 
The scheme is a much more delicate and feminine one and 


_hal 





Architects Bank's Architect's Oxjice 
THE EASTCOTE BRANCH 

with its balcony over the shops giving to the accommo- 

dation above its own front door, without taking from the 

shop frontages, probably a very successful solution of 
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the difficulty of a tenement above a lock-up shop. Here 
again, however, the bank windows are painted differently 
to the ones above, thereby helping once more to break up 


the general effect. It gives one a certain pleasure 
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irchitect] Mr. Rainsford Fletche? 


THE WEST WORTHING BRANCH IN THE GORING ROAD 
therefore to point out, in this case, that the design of these 
bank windows is very poor, while that of the door with 
its fan-light over, as far as one can see it, looks even 


worse. 
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A further example of a bank in a terrace is the West 
Worthing one in the Goring Road by Mr. Rainsford 
Fletcher. Here the bank is again in a row of shops 
under what look like modern flats. It is amusing to see 
with what unconcern the bank sits in its very ordinary 


WESTMINSTER BANK 





(Mr. G. Whittaker 
THE VALENTINES PARK BRANCH AT ILFORD 


bank costume under the exciting balconies and bays 
above and takes no notice of them. The first three- 
quarters of the word Westminster are certainly in the 
shade in a way one is not accustomed to, but otherwise 
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the bank, wieine detailed in stone, bears no relation 
whatever to the intricate work above. Again though, 
if one saw the whole terrace, one might’ think 
differently. 

The little Ilford branch, at Valentines Park, by 
Mr. G. Whittaker, though it is at the end of a row of 
shops, seems to have a complete little front of its own 


ee 
Messrs. Pick, Everard & Keay 
BANK KIOSK 


and a very pretty, rather doll’s house one it is, as far as 
the upper storey. The two little oval windows, the 
centre window with its row of little pilasters, and the 
two urns on the parapet are all charming little features, 
but what have they to do with the big plain bank below ¢ 
That is a straightforward clean thing, simple and big in 
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scale but with a door and a window that belong to a 
giant’s house in comparison. This door and window 
are of a different colour too, but then their setting is in 
stone and they are so completely cut off from the little 
things in the upper storey that they have rightly or 
wrongly no truck with them. 

W hile we are looking at these small branches the 
bank’s removable kiosk by Messrs. Pick, Everard & 
Keay, for agricultural and other shows is worth a 
moment’s notice. It appears to be in wood framing, 
not in steel, as the one we illustrated sometime ago of 
Martins, but granted this is a clever little thing and, as 
can be seen from the photograph, both distinctive and a 
great improvement on its neighbours. The only little 
criticism one can make is that the divisions of the 
fanlight above the door do not seem in character with 
the rectangularity of the rest of the little structure and 
particulz rly with that of the window. 

The last example this month is the Worcester branch 
in what seems to me an early Georgian or Queen Anne 
building. The bank appears to have stuccoed the 
ground floor and added or preserved the bars to its 
windows. So far so good. If it owns the rest of the 
building it should at once add the bars to all the upper 
windows too. They are an intrinsic part of the design 
of such buildings and keep the scale down to the size of 
the little stone quoins, the little cornice, the doorway, 
and other things. Great sheets of plate glass in such 
early sash windows are clearly absurd and give the poor 
building a very vacant look. The amount of light small 
window bars obstruct is negligible. The V ictorian 
objection to them was that they spoilt the view and it was 
then that so many Georgian buildings were mutilated in 
this way. The Victorians of course had specially swelled 
heads and for that reason required larger panes to look 
through. It was this characteristic that. led them to spoil 
the buildings of the previous era in various ways. When 
the bank carries out this act of mercy and restores the 
bars for the benefit of the town of Worcester and its 
own good name, I hope it will then not only paint these 
bars white but those of its own windows too, which 
once again I notice, are left in dark wood against the 


dark panes of glass. 








